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THE ECONOMICS OF THE BIBLE’ 


G. H. AULL 
Clemson College 


The Bible is a world’s “‘best seller.”” Year after year and century after century 
the “Word of God” has been printed in greater numbers and read in more lan- 
guages than any other collection of writings known to man. By comparison, all 
of the so-called most popular books put together have had a circulation 
less than sufficient to create even a ripple on the surface of the great stream of 
Bibles which has poured from the printing presses each year. 

The Bible, furthermore, although ancient in its origin, has never failed 
to keep pace in its popularity with the most modern book of the day. It asks no 
favors, it caters to no whim, it even invites criticism and abuse; yet the fact re- 
mains, it is without question the Book of Books, yesterday, today, and forever. 

There must be something real, something definite and tangible, in the teach- 
ings of a book which has attracted such a host of readers over such a 
long period of time, in so many different countries, among so many dif- 
ferent kinds of people, and under so many different forms of government. 

The Bible is not a book of science, not a text in economic theory. Few people, 
even the most fundamental of the Fundamentalists, will lend support to 
the idea that the earth is flat notwithstanding the fact that the Bible makes ref- 
erence to its four corners.? To look within its covers for the latest and most au- 
thoritative information on geology, biology, astronomy, history, or any other 
science—physical, natural, economic or social—would be a grave mistake, just 
neither to the Bible nor to the student. 

On the other hand, throughout its 66 books there is much of an economic na- 
ture and even the greatest of its spiritual truths are frequently given an 
economic or material background. This is true whether the reference be to Gen- 
esis, where the possession and use of the earth is made man’s responsibility; to 
Leviticus and Deuteronomy, where are set forth the laws and relationships by 
which the same is to be governed; to Isaiah, where are defined the rights of in- 
dividuals to the fruits of the land and their obligation to increase them and to 
share them with others; to the gospels of the New Testament, where 
Christ himself teaches the sacredness of property, the dignity of labor and the 
obligations of citizenship; or to the Book of Revelations in which is unveiled the 
New City which John saw in a vision. 


1 Presidential address delivered at the Nineteenth Annual Meeting of the Southern 
Economic Association, Knoxville, Tennessee, November 18, 1949. 
2 Revelations 20:8. 
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Let it be understood at the outset that your President is under no delusion as 
to the risks that are involved in the treatment of a subject such as that which 
he has chosen for this evening. On the one hand, his exposition of Biblical eco- 
nomics will most certainly bring down upon his head the criticism of the ortho- 
dox (?) economist who recognizes nothing ethical in economic theory, and on 
the other, his interpretation of practical Christianity will hardly satisfy the de- 
mands of the pious (?) preacher who conceives of Life as a ‘“‘veil of tears’”’ with 
its only satisfactions coming after death. I am not particularly concerned about 
criticism, but in fairness to all it should be said that I find some passages in the 
Bible with economic implications which are at variance with my current eco- 
nomic philosophy; I find other passages with religious significance which I am 
unable to reconcile with my present conceptions of right and wrong. Further- 
more, much of what we know as economics is technical and impersonal and has 
no more moral or spiritual significance than a slide rule or a mathematical equa- 
tion. “But,” as the British economist, Sir Josiah Stamp, has said, “‘the ethical 
problem lies immediately alongside—and no economic answer can be translated 
into practical conduct without the addition of this element.’ 

My selection of this topic may not illustrate a situation in which “fools rush 
in where angels fear to tread,” but the illustration is obviously appro- 
priate when applied to economists and preachers, both of whom are apparently 
without fear or inhibition when it comes to treading upon the territory of the - 
other. The early Priest, of course, was both a spiritual and a temporal leader. 
As such he was under compulsion to lay down and interpret the civil as well as 
the moral code and it did no great harm if, perhaps on occasion, the 
Sons of Abraham were unable to distinguish the one from the other. 
The modern minister, however, has no such mandate and—unless well-grounded 
in both political and economic science—would do well to turn his per- 
suasive powers upon the person of the economist and the statesman rather than 
upon the particular political party or economic order through which they oper- 
ate. 

Many a man has destroyed his influence as a Christian minister by 
“meddling” in highly technical, non-theological matters about which he knew 
practically nothing. At the same time, those noble souls who have been called 
to preach “salvation to the sinner’’ have a right to expect that politicians and 
pseudo-economists with axes to grind will refrain from claiming an alliance with 
God for the purpose of wooing innocent and unsuspecting citizens into all sorts 
of impossible and unrealistic schemes. For example, in spite of claims 
and counterclaims it is difficult to believe that when Jesus said “I am 
the Way” he had any idea of lending encouragement to a particular political 
party or economic system—past, present, or future. It is equally unlikely that 
Jesus was in favor of slothfulness although he advised his followers to “take no 
thought for the morrow’” and certainly one has to stretch a point to convert 
these words into arguments for poor relief and price supports, however meri- 
3 Sir Josiah Stamp, Christianity and Economics, p. 164. 


4 John 14:6. 
5 Matthew 6:34. 
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torious these schemes might be. It seems more likely that Biblical economics is 
favorable to the viewpoint of the old Negro who, when his parson had bragged 
about how the Lord had blessed him with a garden of such large quantity and 
fine quality vegetables, replied: “You ought to have seen this place when the 
Lord had it by himself.” 

In discussing some ‘Economics of the Bible” my desire is to appeal to the 
head rather than the heart. Economics is the science of wealth; the Bible is the 
Book of Life. The immediate objective of bringing the two together is to exam- 
ine certain Biblical injunctions having economic implications with a view of de- 
termining their soundness in the light of current economic information and be- 
lief. In doing this we shall not attempt to fit the teachings of the Bible 
piecemeal into a hard and fast economic order, but rather to challenge the ex- 
isting order on the basis of religious principles laid down centuries ago. 

A number of different approaches to the problem have been suggested. The 
most common, and certainly the most fascinating, is to quote various Old Tes- 
tament prophesies along with the comment “I told you so.” ‘Hear this, O ye 
that swallow up the needy, even to make the poor of the land to fail”—the quo- 
tation is from Amos and not (as one might suppose) from Ickes. “When,” they 
ask, ‘‘will the new moon be gone that we may sell corn? and the Sabbath that 
we may set forth wheat, making the ephah (measure) small and the shekal (price) 
great, and falsifying the balance by deceit? That we may buy the poor for silver 
and the needy for a pair of shoes; yea, and sell the refuse of the wheat?” 

“The Lord hath sworn,” saith Amos, “Surely I will never forget any of their 
works. Shall not the land tremble for this and every one mourn that dwelleth 
therein?’’é 

In the light of recent economic history and with due allowance for bias on 
both the religious and the economic front, one is forced to the conclusion that 
old Amos, who insisted that he was “neither a prophet nor the son of a prophet” 
has pretty aptly described and diagnosed a widespread and current eco- 
nomic problem. Surely the land doth “tremble” and they that dwell therein do 
“mourn.” But why? Apart from anything ethical or religious, is there an eco- 
nomic basis for the idea that a high price, a small measure, a shoddy product, 
and a deceitful balance will inevitably lead to ruin? The question answers itself. 
Economic well-being is conditioned upon a wide distribution of goods and serv- 
ices—certainly upon a distribution proportionate to the contribution of 
each separate “factor” to the net product. To compel a price which is higher 
than necessary to put the production of industry into and through the channels 
of trade is economically unsound, and to couple this practice with the use of an 
undersized measure, a deceiving balance, and a false label is not only 
poor Christianity but bad business. 

The methods of acquiring and exchanging property have always been of con- 
cern to Christians insofar as they involve any operation through which one man 
might get the better of another. According to one authority’ “it was the univer- 
sal opinion in the church that in buying and selling a man should ask and give 


® Amos 8:4-8. 
7L. T. Hobhouse, ‘‘Christianity,’’ Encyclopedia of the Social Sciences, Vol. III, p. 457. 
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the just price.” The modern economist finds little to criticize in this aspect of 
Bible economics but in modern complex society the determination of a 
‘just price” is a far more intricate problem than that faced by the merchants 
who plied their trade in the days of Abraham, Isaac, and Jacob—or even in the 
time of Christ. In those days the “just price” was the customary price and if a 
seller got more it could only be either by deceiving the purchaser or by taking 
advantage of some special necessity. This, of course, was nothing more nor less 
than a piece of individual wrong-doing which most modern economists would 
frown upon. It is equally objectionable, however, from the standpoint of both 
economics and ethics, when carried out on a national or international scale. 

Probably no organization in recent economic history was more generally as- 
sociated with “swallowing up the needy” and ‘making the poor of the land to 
fail” than the commercial and investment banks just before and after the turn 
of the century. Yet it was said recently that “the obligation to develop public 
confidence and financial stability” common to these institutions, “represents 
values formerly associated only with artistic achievements, political stability, 
and spiritual immortality . . . The caveat emptor rule, seriously questioned in the 
field of marketing, is even less defensible in the field of investment where exploi- 
tation may lead to excessive and ruinous appropriation of the savings of many 
people and the wrecking of their faith in the business structure”.® Thus it is 
thata merger is effected between Business ethics and Bible economics—with the 
suggestion to merge coming from business and for business reasons! 

Other prophets, too, spoke out against some of the same kind of practices now 
condemned by the Better Business Bureaus, the Chambers of Commerce, and 
the Local Housing Authorities. Listen, for example, to Isaiah as he cries: ““Woe 
unto them that join house to house, that lay field to field, till there be no place, 
that they may be placed alone in the midst of the earth! ...Of a truth, many 
houses shall be desolate, even great and fair, without inhabitant.’ 

Sometimes I think students of the Bible are inclined to view Old Testament 
prophesy too much in terms of something which is foretold and not enough in 
terms of something which, in light of known conditions, could hardly be avoided. 
One need not question the authority of Isaiah to speak for ‘“The Lord of Hosts,” 
but any second-rate economist knows that joining “house to house” and laying 
“field to field” are both manifestations of an unwise concentration of wealth and 
are commonly associated with the evils prophesied by Isaiah. 

The Bible reports what was perhaps the first attempt at an ‘“ever-normal gran- 
ary,’”° the first national land use program," the first Sunday ‘Blue Laws,’ the 
first large scale public works project," and the first truly burdensome national 


8 C. F. Teuch, ‘Business Ethics,’’ Encyclopedia of the Social Sciences, Vol. III, p. 112. 
Tsaiah 5:8-9. 

10 Genesis 41 :47-57. 

11 Leviticus 25 :2-34. 

12 Exodus 20:8-10. 

13] Kings 6:1-7:51. 
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debt.* Elsewhere one of the prophets complains of the depreciation of currency 
and compares its effects to putting wages “into a bag with holes.’”® 

However fruitful may be a further examination of Old Testament literature 
for illustrations of currently acceptable economic doctrine, it is in the New Tes- 
tament that we find the greatest number and variety of economic truths, or at 
any rate, of truths which seemingly have an economic basis. It has been pointed 
out by Sir Josiah Stamp"* that “overpopulation and overtaxation are the two 
basic economic facts behind the Gospels.”’ It is not so evident, however, that 
the economic philosophy of Christ was unduly influenced by these facts. In any 
event, much of what He said which is of economic significance appears to have 
widespread application. 

Kagawa the great Japanese Christian says that there are certain “elements of 
value which run through all types of economics” and that “Christ himself has 
given us the foundation for these elements.’”” 

Economic activity has no purpose except in the satisfaction of human wants 
but not all human wants are economic in character. Since, however, they are 
“human” and co-exist within the same being, it is illogical to contend that they 
are unrelated. It is even more illogical to believe that they are antagonistic. (The 
lungs do not make war upon the liver.) Jesus said: “‘What shall it profit a man if 
he gain the whole world and lose his own soul?” Did he imply by that state- 
ment that the now familiar ‘economic man’’ has been endowed with a soul, or 
must we assume that he had reference to another man in whom economic and 
spiritual functions are separately performed? 

While many preachers and some economists cling to the idea that religion and 
economics must remain entirely separate, there are literally thousands of hard- 
headed business men who bear personal testimony to the fact that “man does 
not live by bread alone’ and that to “gain the whole world” while losing one’s 
soul is both spiritually and economically unsound. Even forgetting the spiritual 
side, one need not look far, either in time or space to find ample proof 
of the fact that entrenched wealth and greed have been time and time 
again forced into a ‘“‘generous” mood, not because “the Lord loveth a cheerful 
giver,’”° not because of fear for the soul,” but because their very self- 
ishness threatened wholly to destroy the things they coveted. Many also, losing 
both wealth and soul, have made pitiable and tragic figures on the economic 
landscape and added thousands to the list of suicides. There is ample evidence 
to indicate that the economic law of diminishing returns becomes oper- 
ative against the man who fails to “beware of covetousness’”™ and that “the 

Kings 12:4. 

15 Haggai 1:6. 

16 Op. cit. p. 12. 

17 Toyohiko Kagawa, Brotherhood Economics, p. 26. 

18 Luke 9:25. 

19 Deuteronomy 8:3. 

20 TI Corinthians 9:7. 
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abunaance of things which he possesseth’” is no more a measure of his economic 
than of his spiritual life. 

Jesus condemned ‘“‘the rich fool’’ not because he was rich but because he was 
so naive as to believe that his great wealth involved no social and economic re- 
sponsibilities.* A paganistic, selfish world would undoubtedly destroy itself and 
the breakdown of voluntary ethical impulses and restraints has made necessary 
a variety of economic and social legislation. “The mere manipulation of a flow 
of wealth made by others—getting ingeniously in the way of its passage from 
production to consumption, without any effective contribution in return—stands 
condemned on economic and ethical grounds alike.”’> Governments everywhere 
have found it necessary as a coldly practical matter to guard against 
these abuses and to offset their effects upon large elements in the population. 
There may be some question as to whether we have gone too far but there is no 
large scale convincing evidence that a reduction in social legislation would be 
followed by an increase in Christian service, even though such a course might 
be indicated by sound economic principles. 

It must not be inferred, however, that the economics of the Bible is favorable 
to any particular economic group. True, the rich fool was ‘not rich to- 
ward God’** but this weakness is by no means peculiar to the wealthy. 
The Bible sets forth the rule that “the laborer is worthy of his hire’’”” and ad- 
monishes all to ‘‘render to every man according to his works.’’* The application 
of these principles is truly in accord with sound economic practices but nowhere 
do I find that Bible economics requires idleness to be rewarded or wages to be 
paid which are disproportionate to the quantity and quality of work which is 
done. The Bible goes further and says that “if any man provide not for his own” 
(that is, refuses to perform his economic function) . . . “he hath denied the faith 
and is worse than an infidel.””?® The Bible is very specific in associating economics 
with religion. Will economists deny that religion has no place in economics? 

In the mind of Christ a good Christian must also be a good citizen. Duly con- 
stituted and orderly government is an economic as well as a political necessity. 
Government (authority) is essential to the institution of private property and 
private property is the most fundamental fact in current economic so- 
ciety. Government, however, is conditioned not only upon the will of the people 
but upon the support of the people both financial and otherwise. This fact is of 
such outstanding importance that the spiritual Savior of the World did not hes- 
itate to include the injunction ‘render unto Caesar” (the things that are 
Caesar’s) in the same sentence with that which also enjoins His follow- 
ers to “render unto God” (the things that are God’s).*° Consider, for a moment, 
the economic values contributed to every community not only by rendering unto 

23 Tbid. 

24 Luke 12:21. 

25 Stamp, op. cit. p. 147. 

26 Luke 12:21. 

27 Luke 10:7. 

28 Proverbs 24:12. 
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God through the erection and maintenance of good churches and otherwise but 
by rendering unto Caesar (and let us hope, unto God,) by the construction and 
support of good schools, roads, etc. 

If this were a discussion of religious ideals and beliefs, one might dwell upon 
the thought that some of the present-day difficulties are attributable to the fact 
that men have failed in their obligation to God. But this is not such a discussion, 
and so the question is: “How many of the world’s economic ills are due to the 
fact that so-called Christian citizens have defaulted on their economic and po- 
litical responsibilities by failure to exercise their rights at the ballot box, by not 
speaking out boldly against dishonesty and corruption in government, by 
not giving of their services to the needs of Caesar, and even by contriving to 
avoid their just share in the costs of Government?” 

Although the record does not show that Jesus said so, the assumption is that 
he who renders unto God the things that are God’s will likewise render 
unto Caesar the things that are Caesar’s—and this sometimes means turning 
the rascals out. The conclusion is that the admonition to render unto Caesar 
the things that are Caesar’s and unto God the things that are God’s is sound both 
in economics and in religion. 

Probably no phase of Bible economics has given rise to more controversy than 
that centering around the question of whether the Golden Rule will work 
in business. ‘All things, therefore, whatsoever ye would that men should do unto 
you, even so do ye unto them for this is the law and the prophets.””** Do we find 
in this magnificient maxim not only the essentials of a great religious principle 
but the elements of a sound economic policy? 

It has been said that on ‘“‘Devil’s Island,’ which for many years served as a 
prison for the worst of French criminals, the situation became so bad that the — 
prisoners themselves were moved to adopt certain standards of conduct very 
much on the order of the Golden Rule. The reason is not difficult to understand. 
There is even among those who boast they they are “without the law” a secret 
hope that they themselves may be permitted to live ‘‘under the law.” In a world 
of murderers, survival itself depends upon treating others, not as a mur- 
derer would treat them, but as he would that they treat him. While 
one might question the ethics of being unselfish for selfish purposes, there are 
instances of the practice having been employed with outstanding success in the 
fields of economics, sociology and politics. Thus it is that the Golden Rule has 
long since been an integral part of the stock in trade of many business enter- 
prises not only because it is ‘the law and the prophets” but because it pays div- 
idends and increases the value of stock. There are, of course, other equally note- 
worthy examples of business men whose adherence to the Golden Rule is based 
upon anything but selfishness. Those who have tested it most thoroughly seem 
to have discovered rewards which cannot be measured in economic terms and 
doubtless would be willing to pay heavily for the privilege of doing unto others 
as they would that others do unto them. 

It was a great moment in the long history of conquest, rapine, and oppression 
when David Hume could say (1742) at the conclusion of his essay “Of the Jeal- 
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ousy of Trade”: “I shall therefore venture to acknowledge that, not only as a 
man but as a British subject, I pray for the flourishing commerce of Germany, 
Spain, Italy, and even France itself. I am at least certain that Great Britain and 
all those nations would flourish more did their sovereigns and ministers adopt 
such enlarged and benevolent sympathies toward each other.’ 

“Tt had not occurred to many men before,”’ observes Walter Lippman, “that 
the Golden Rule was economically sound.” “For the first time,’’ he says, ‘“men 
could conceive of a social order in which the ancient moral aspiration for liberty, 
equality and fraternity was consistent with the abolition of poverty and the in- 
crease of wealth. . . . At long last the ancient schism between the world and the 
spirit, between self-interest and disinterestedness, was potentially closed, and a 
wholly new orientation of the human race became theoretically conceivable, and 
in fact necessary.’’* 

In “The Sermon on the Mount” Jesus is rather specific in his views concern- 
ing spiritual and material relationships. After urging his followers that they ‘be 
not anxious’’ as to their material well-being he bluntly advises: ‘But seek ye 
first the Kingdom of God and his righteousness and all these things shall 
be added unto you.’ After a period of 1900 years, marked by violent fluctua- 
tions in the business cycle, men and nations are still asking the question—and 
as studiously avoiding a full scale test of the answer—‘‘Did Jesus mean what he 
said or was he merely holding out the bait of economic prosperity in order to 
lure a material-minded world into the Kingdom of God?” In other words, 
is seeking the Kingdom of God first sound economics as well as good 
Christianity? 

Time does not permit, nor does the subject require, that all the reasons for 
economic crises be discussed or even enumerated here. It is sufficient to say that 
many, if not all, of these unfortunate disturbances have had their origin in and 
flourished mightily upon media concocted by those who seek “‘other things” 
first—war, greed, prejudice, ignorance, so-called national pride. Since all 
of these are foreign to the ‘Kingdom of God” it follows naturally that seeking 
the Kingdom first will afford an almost certain solution to the problems of the 
business cycle. 

The years immediately following the first Great War witnessed a most 
ungodly display of national greed and selfishness, and nothing did more to has- 
ten the concentration of wealth, the spread of poverty, the disintegration of 
society, and the outbreak of World War II than the iniquitous barriers which at 
that time were placed in the way of a free flow of trade (and good will) between 
the nations of the earth. The United States must take its place along with other 
countries which during those years sought (in the words of Jesus) “all 
these things,”’ either without regard to the Kingdom of God or else in the faint 
hope that it might be acquired later—perhaps by direct purchase. American in- 
fluence, power, and natural resources have once again placed this country in a 

2 David Hume, ‘‘Of the Jealousy of Trade.”’ Quoted from The Good Society by Walter 
Lippman (see below). 
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strategic position to render a real service to the rest of the world. To take ad- 
vantage of this opportunity, however, it is necessary that we recognize the eco- 
nomic soundness of seeking the Kingdom of God first. There are signs that this 
is now being done in our commercial relations with other countries and there 
is no doubt but that if the citizens of this world will seek the Kingdom of God 
instead of the Domain of Idols the shocks of the recent war will be materially 
reduced both in duration and intensity, and a way will be found to outlaw such 
conflicts in the future. 

It is a common observation that many men fail financially by going into some- 
thing too heavily. A man who finds a nice profit in a herd of 50 cows will almost 
certainly seek to enlarge his land holdings and try his luck with a hundred more, 
thus pushing up the price of land and flooding the market with milk. Suppose, 
instead, he had devoted his surplus time and energy to the elevation of his mind 
and the improvement of his home; to cleaning up a slum or building a commu- 
nity center; to the promotion of local understanding and international good will; 
in general to the task of making this a better and brighter world in 
which to live. Land values would not then have gotten too far out of line, the 
milk market would not have been flooded, and the economic stability 
of the community would not have been disrupted. There is no surplus of the 
things of the Kingdom—nor can there be! The physical needs of men must like- 
wise be satisfied and it is the duty of all of us to share in the task of doing it, 
but it is an economic fallacy for a man to produce more material goods than he 
can afford to distribute or to consume more than he can afford to pay for. Both 
of these mistakes are common to those who seek “‘other things’’ first. However, 
just as in the case of the Golden Rule, those who seek the “Kingdom of God” 
as @ means to acquiring “all these things” will have missed the essential quality | 
in the Christian ethic and may find the search without either economic or spir- 
itual satisfaction. 

In conclusion a word of warning may be in order. Religion and science are 
not interchangeable—one is not a substitute for the other. Each, however, has 
a contribution to make to “The Good Society” which it cannot do by making 
light of the other. It is just as unscientific to make a science out of religion as 
it is unchristian to make a religion out of science. Ethical heat without economic 
enlightenment serves only to confuse issues which are at best difficult to resolve. 
A theologian with little knowledge of economics is on shaky ground when he op- 
poses an economic program because he thinks it is contrary to “‘God’s Plan,” 
but not more so than an economist, with no knowledge of theology, when he 
condemns a religious move because he thinks it is “impractical.” Economics is 
concerned with the satisfaction of human wants, whatever those wants may be. 
Christianity is concerned with the nature of human wants and can make its in- 
fluence best felt not by changing economic systems but by changing hu- 
man wants and human motives. Systems can never rise above those who create 
them and cause them to function. Therefore, even “‘Bible Economics” will break 
down unless production and consumption are more and more brought under con- 
trol of individuals who themselves measure up to the high standards of 
the Christian Ethic. 


A REVIEW OF BUSINESS CYCLE THEORY* 


ERNST W. SWANSON 
Emory University 


The thoughts set forth herein are perhaps wrongly labelled. Instead of “‘A Re- 
view of Business Cycle Theory,” they would best be entitled ‘Some Speculations 
upon Business Cycle Theory.” Indeed, they may very much call to mind Lewis 
Carroll’s reflections through Alice upon the far-fetched statements of the White 
Queen. Alice had demurred: “I ca’n't believe that!’’ To which the White Queen 
had said, “Try again; draw a long breath, and shut your eyes.” 

Whereupon Alice laughed. ‘“‘There’s no use trying,” she said: ‘One ca’n’t be- 
lieve impossible things.” 

“T daresay you haven’t had much practice,’’ answered the Queen. ‘“When I 
was your age, I always did it for a half-an-hour a day. Why, sometimes I believed 
as many as six impossible things before breakfast. . . .” 

The reader, however, will be less severely tested than was Alice. He is asked 
to believe only three impossible things and, most likely, after breakfast. These 
speculations treat in turn, first, the possibility of bringing together relative price 
theory and full employment theory; second, the nature of the business cycle; 
and third, the trend in methodology; each, as it appears to the writer to be devel- 
oping in contemporary theory. 


I 


It is hardly necessary to remind the reader that classical economics perhaps 
gave more weight to the economics of growth than it did to the economics of 
consumption and the firm (the pricing of goods and services to maximize resource 
use). But by shortly after the middle of the nineteenth century, the Austrians, 
the Swedes, and the Cambridge group had shifted the emphasis almost exclu- 
sively, if not exclusively, to the economics of consumption and the firm, to relative 
prices. It was not until the virtually simultaneous appearance in the 1930’s of 
the Stockholm school writings (prompted by Wicksell’s explorations) and Lord 
Keynes’ General Theory, that the economics of growth was again given status. 

For the past decade and a half, the emphasis has been almost entirely on what 
has become known as Keynesian economics with its explorations into economic 
growth and into the forces which make for full-employment use of resources. This 
emphasis has been so pronounced that some students of economic thought have 
been concerned that relative price theory is being discarded—a major tragedy, 
were it to occur. 

Even some of Keynesian leaning have been persuaded that truth is to be served 
not by sublimation of relative price theory, but by a juncture of the two areas 


*The writer wishes to express his gratitude to his colleague, Tate Whitman. He has 
read this paper in its formative stages and has offered valuable suggestions for its improve- 
ment. The ineptness of expression and errors of omission and commission remain, of course, 
the writer’s. 
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of thought. This possibility appears to have occurred first to J. M. Clark. He has 
pointedly observed that a “new” economics is called for. The “new” economics 
would require a theoretical framework that relates “money income and expendi- 
ture” flows to the flows of “real production and real income.’” 

Almost as if by spontaneous combustion there has followed a significantly new 
economic literature, embracing in some instances serious attempts to knit to- 
gether the two areas. Included are highly advanced reflections by the way of 
journal articles, on various aspects of the relationship; and there are several texts 
of a similar purpose, the first of which to appear in this country was Lorie Tar- 
shis’ The Elements of Economics. In 1944, a Swedish economist, Johan Akerman, 
had attempted independently of the discussion here and in England, a treatise 
rather than a text on the two areas. Zeuthen, the well-known Danish economist, 
published as early as 1942 a treatise on methodology bearing on the subject.” 


It may be argued that there is no “‘practical” way of determining whether that 
economics which sets forth the theory of the competitive private enterprise sys- 
tem is a valid attack upon the real world. The real world at its best is an abstrac- 
tion which can only exist in the consciousness; while the competitive private 
enterprise economy as a strictly closed system—as is the usual approximation— 
actually does not and cannot exist. The theory of the competitive private enter- 
prise economy can but largely set forth an ideal, a normative conception of the 
economic universe. 

To the extent economics is to have a normative connotation and to the extent 
that the best elements of the competitive private enterprise system are to be 
preserved, the theory still must be applied. ‘““Must” is perhaps a question-begging — 
term. The proposition may be put this way: in the attempts to achieve economic 
stability (e.g., full employment), the formation of relative prices (costs) and in 
turn their relationship to a general level of prices cannot be ignored. The desired 
_ level of employment must be consistent with at least a majority of prices. If it is 
not, a full employment level may not be realized except by the accident of an un- 
foreseen but major shift in the price level. The private enterprise economy does 
not operate on the criterion of full employment in the ‘‘numerical”’ sense of the 
term. As long as there are more than vestiges of the market left, it operates, 
among others, on the criterion of the best use of limited resources; and, if not too 
many frictions and structural impediments are put in the way of its operation, 
it should at least set the stage for bringing full employment equilibrium of the 
flows of all resources, including labor. Monetary-fiscal policy over time may be 
successful only so far as disturbances can be absorbed, and their absorption may 
depend in no small degree on a fairly flexible price system.* 


1J. M. Clark, ‘‘Educational Functions of Economics After the War,’? The American 
Economic Review, Vol. 34, No. 1, Part 2, pp. 56-57. 

2 Lorie Tarshis, The Elements of Economics; Joe 8. Bain, Pricing, Distribution, and Em- 
ployment; Johan A 
Teori og Metode. 

3 Henry C. Simons, ‘‘Hansen on Fiscal Policy,” The Journal of Political Economy, Vol. 
50, p. 163. 


kerman, Ekonomisk Teori, Vols. I and II; and F. Zeuthen, Okonomisk 


= 


402 ERNST W. SWANSON 


The Keynesians on the other hand have gained a major point. As a result of 
studies on employment and wages by them and by Pigou,‘ certain concessions 
concerning the effect of price and wage cuts on employment have been made by 
the classical students of business cycles. 

More recently, the case for flexible prices has been restated in light of this ad- 
vanced thought. This development dates from Friedman’s criticism of the ab- 
stractions which Lange introduces in his critique of relative price theory.’ Lange’s 
position is that flexible prices do not contribute to stability and to full employ- 
ment equilibrium, that they instead may bring instability. But, says Friedman, 
Lange’s argument rests on highly untenable postulates for he offers an explana- 
tion of a kind of economic process that has little to do with the actual world. 
Friedman takes a view quite opposed to the proposition that flexible prices are 
instable and goes out to develop a theoretical framework for stability that rests 
on a special recognition of relative prices.® 

Right now it is apropos to observe that existing wage policy may have disas- 
trous effects upon world economic stability and growth.’ Reflecting still further 
upon the short-run effects of wage policy, it may be noted that highly arbitrary 
increases in incomes for the organized groups, trade unions, farmers, and so forth, 
could very well lead to negative shifts of propensity-to-consume schedules of 
those income groups whose incomes have remained relatively constant or may 
even be declining. Aggregate demand may therefore shrink and with it employ- _ 
ment. Such an induced shift in the propensity-to-consume schedules may prove 
to be the explanation of the recession of late 1948 and early 1949. 

But in spite of what may be said about the contemporary developments in 
price theory, the juncture of these two areas of theory is still in the future. 

To restate the argument, let these areas be tentatively renamed: the study of 
relative prices and resources allocation, ‘microeconomics;” and the study of 
growth of the economy and full employment, “macroeconomics.” 

In criticism of contemporary explorations in micro- and macroeconomics, 
Kenneth Boulding,' in his review of Tarshis’ text, has this to say: 


. .. the state of current theory is curiously inconsistent . . . the student is confronted with 
a theory which involves such concepts as the rate of interest and the marginal efficiency 
of capital which clearly are supposed to apply to individual firms, and yet which he 
has not encountered once in the section devoted to theory of the firm... A firm is not 
interested in maximizing net revenue without regard to the effects of such maximization 
on its capital-debt-liquidity structure ... current theory has resulted in an almost com- 


4A.C. Pigou, Employment and Equilibrium; James Tobin, ‘‘Money Wage Rates and 
Employment,’’ an Essay in Seymour E. Harris, The New Economics; A. H. Hansen, ‘‘Cost 
Functions and Full Employment,’’ The American Economic Review, Vol. 37, p. 552. 

5 Oscar Lange, Price Flexibility and Employment; Milton Friedman, ‘‘Lange on Price 
Flexibility and Employment,’”’ The American Economic Review, Vol. 36, p. 613. 

6 Milton Friedman, ‘‘A Monetary and Fiscal Framework for Economic Stability,’’ The 
American Economic Review, Vol. 38, p. 245. 

7 See especially David McCord Wright, ‘‘New Frontiers of Economic Thought—Discus- 
sion,’’ The American Economic Review, Vol. 36, No. 2, pp. 145-46. 

* Kenneth Boulding, ‘‘Professor Tarshis and the State of Economics,’”? The American 
Economic Review, Vol. 38, p. 94. 
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plete failure to perceive that liquidity (or other asset) preferences may be as important 
an element in explaining the demands for input or the supplies of output from a producer 
as it is in explaining the behaviour of a bank. 


In a word, firm asset and debt management, monetary theory, and relative 
prices are no longer different regions, to be kept foreign to each other. Out of 
their analysis must come the truly new economics. Obviously, here is no easy 
task. 

The writer wishes to add a brief point to Boulding’s. The linking of micro- and 
macroeconomics is going to depend upon how the transformation of the micro- 
equations into the macro-equations, that is, the step from entity to the whole, is 
achieved. An understanding of the policy of the firm in its assets and liabilities 
management over the business cycle may provide the key to this transformation. 
To give effect to time and spatial consideration, so that the cycle may be viewed 
as a part of process, “‘over the business cycle” should be emphasized. 


But before this possible interpretation of the cycle is considered it is essential 
to straighten out the relationship of the entity to the whole, or of a single firm or 
individual consumer to the totality termed the economic system. Is it possible 
to move from the entity to the whole and derive the sum of the parts? 

When the economist attempts to observe the operation of a theoretically closed 
system, it is almost impossible for him to avoid disturbing that system. This is 
the phenomenon which Lord Keynes had in mind when he contended that the 
classical system’s ceteris paribus about income was all wrong. It may therefore 
be questioned whether the observations upon the actions of the single firm or in- 
dividual can be transformed into an adequate theory of the whole.’ 

The writer is prompted to raise this question, as Whitehead has raised it in his 
study of disturbances under process in nature. And it does seem valid that the 
theory of disturbance applies to the economic system, even more than it does in 
nature. But Whitehead presumably does not believe that the whole, the complex 
thing, nature, is discovered by its breakdown into the elements (events) which 
go to make it up, for “analysis disintegrates their [the elements] structure.” For 
him, a thing can be defined only by its relationship to other things.'® 

This view has influenced Ramsperger™ to observe about the economic system 
that “‘as soon as there is a division of labor, pure individualism has already been 
abandoned,” and ‘‘. . . even though all value is to be found in individual experi- 
ence, certain needs cannot be satisfied for each person in isolation from others.” 
The implication is that individual action is not something by itself, it is relative 
to the actions of others. Presumably (social) science should examine actions as 
of a people (perhaps groups), and not as of an individual. Can it thus really be 
decided that the microscopic is not to be joined with the macroscopic? For ex- 

® Rutledge Vining, ‘‘ Koopmans on the Choice of Variable to be Studied and of Methods 
of Measurements,”’ The Review of Economics and Statistics, Vol. 31, p. 77; Tjalling Koop- 
mans, ‘“‘A Reply,”’ ibid., p. 86. 

10 Alfred North Whitehead, Science and the Modern World, p. 121. 

11 Albert G. Ramsperger, Philosophies of Science, pp. 276ff. 
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ample, is it only from the whole that the Keynesian “psychological law,” the 
propensity to consume, is to be inferred, so that this law can have no consistent 
relationship to the microscopic view upon economics?! To which, some would 
undoubtedly reply, ‘‘Yes.” 

But can it be so replied? Must not the economist also examine how individual 
human action is affected or why it is as it is, or else he cannot say how such a law 
arises? It is one thing to discover a “statistical experience” which appears to hold 
over time; it may still be another matter to explain its origin, why men act as 
they do. For if the economist fails to explain the general pattern he creates an ab- 
straction which may be far removed from the reality which he seeks to explain 
by means of the abstraction." 

Whitehead’s dictum that a thing is defined by its relationship to other things 
may surely be accepted. His is a perfectly useful application of the principle of 
relativity. Phenomena of human action are definitely elements in ‘‘a completely 
rationalist world.” But the economist cannot permit an abstraction to depart 
too far from reality and reality is often not apprehended very adequately by his 
complete consciousness. Instead, it is perfectly justifiable for him to think of and 
investigate parts, ‘‘to abstract them from the whole,” so long as he bears in mind 
that he is making such abstraction. The writer believes this qualification of White- 
head’s method to be perfectly reasonable. It should make Whitehead’s philosophy 
of the nature of things more acceptable than has been the case. It would seem — 
that the inconsistency which has been said to exist between his relativity princi- 
ple and his subjectivist principle, at least in part, is corrected, even though 
Whitehead himself would say that there are no clear-cut principles to begin 
with.“ 

By such analysis, the economist does not, in the theoretical sense, unduly dis- 
turb the system; and he may get away from that kind of explanation of business 
“eycles’”’ which goes out from the conception of the cycle as a “‘gap.’”> Entirely 
new concepts may be essential.!® 


IV 


Indeed, the concept of the business cycle is being changed, to read between the 
lines of the literature, embracing such widely divergent views as represented by 
Hansen and Simons, and by more recent students of trends, particularly Higgins, 
Howard R. Smith, and Wright. 


12 Cf. Howard R. Smith, ‘‘The Status of Stagnation Theory—Part I,’’ The Southern 
Economic Journal, Vol. 15, p. 192. 

13 Cf. Mordecai Ezekiel, ‘‘Saving, Consumption and Investment, I and II.”’ The Ameri- 
can Economic Review, March and June 1942, pp. 22 and 272; for a considerate view on the 
matter see James S. Duesenberry, ‘‘Income-Consumption Relations and Their Implica- 
tions,’’ an Essay in Income, Employment and Public Policy, Essays in Honor of Alvin H. 
Hansen, pp. 54ff. 

14 See John W. Blyth, Whitehead’s Theory of Knowledge, Chaps. 2 and 11. 

18 Gunnar Myrdal, ‘‘Economic Development and Prospects in America,” Ekonomisk 
Tidskrift, 1944, p. 1; in Swedish; translated by the National Planning Association, Wash- 
ington, D. C. 

16 Johan Akerman, Ekonomisk Teori, 1, pp. 56-57. 


fe 
. 
| 
| 
4 
As 
<a 


A REVIEW OF BUSINESS CYCLE THEORY 405 


Wright’s position is of special interest. He holds that “any growing market 
economy will not be self-adjusting.’’” Adjustment to changes in consumption 
and investment, associated with economic development, involves such frictions 
and disturbances that the economy is subject to “waves” of economic activity. 
But, as he emphasizes, there appears to be no unique explanation of these 
“waves” and they ‘‘can be due to a number of varied forces, some of which will 
predominate in one cycle and some in another.” The latter view is comparable 
to Simon’s."* It appears that the business cycle as a market economy pnenomenon 
is different from the phenomenon which evolves in an economy where there is 
more or less concerted effort to stabilize. 

Moreover, the inability of economic forces to enfold smoothly is not a charac- 
teristic of the capitalistic economy alone. Both Akerman and Cassel contend that 
planned economies may be similarly afflicted, for the reason that the errors of 
forecasting and planning can lead to cumulative disturbances comparable to the 
“capitalistic cycle.’”!* 

Whether the “‘cycle” so-called is cyclical is thus debatable. It may be that the 
cyclical interpretation of this “abberations” phenomenon is a product of a mech- 
anistic view upon the economic system, stemming from the nineteenth century 
conception of cosmology. Then, nature was regarded as knowable only by virtue 
of the unchanging elements in it. The modern conception of cosmology, however, 
finds nature a continuously changing process (Whitehead), and knowing nature 
means understanding the process. This nineteenth century theory of knowledge 
was largely founded on the theory earlier held by the Grecians, notably Aristotle 
and Socrates. They believed that, even though the world was changing, it was 
changing in a cyclical manner, with the process usually always re-establishing 
the earlier state of affairs (equilibrium in the strictly mechanical sense of forces 
being transmuted and equalized). There was always an element of continuity in 
the sense of certain forces remaining constant. 

By inference, Harrod?° distinguishes this mechanistic conception of the cycle 


from what might be termed a “dynamic” conception of economic fluctuation. 
He says: 


Fluctuation does not seem in itself to be inconsistent with a long run constancy in the 
fundamental determinants . . . But there is little doubt that the trade cycle we know is 
conditioned by its occurrence in a dynamic (growing) economy. In my judgment much 
of the trade cycle theory of the inter-war period, especially in the monetary field, fell into 
confusion for lack of a clear understanding whether its assumptions were static or dynamic 
or which assumptions belonged to which category, and arguments were apt to be vitiated 
by the intrusions of an extra dimension or its omission. 


The economist may thus and perhaps must go beyond a mechanistic view upon 
the cycle. Neither the mechanistic theory of the business cycle nor the theory of 
the private enterprise economy has advanced to a stage where economic change 


17 David McCord Wright, The Economics of Disturbance, pp. 62 and 63. 
18 Op. cit., p. 163. 

19 Cf. Johan Akerman, Om Det Ekonomiska Livets Rytmik, pp. 145-147. 
20 R. F. Harrod, Towards a Dynamic Economics, p. 12. 
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may be regarded as a process, where there is nothing fixed but the idea of change 
itself. Each theory rests on the assumption that some elements, “‘structure,” re- 
sources, wants, and technology, are unchanging (“given’’).”! 

If a particular moment or period of time in which to observe economic process 
is chosen it is perhaps inevitable that economic adjustment is viewed as cyclical. 
But a process is not confined to a moment or a period of time. A process is, in a 
sense, time itself. Changes in things occur as a relatively continuous process, and 
the change may be said to involve the destruction of one thing at the same time 
it is building up into something else. The whole process of conversion from one 
thing to that of something else is conceived only over time or, more accurately, 
the interstices which connect one change with another add up to a whole, to give 
time.” The particular things, phenomena or events, possess certain characteristics 
over time, but over a period of time in which those characteristics or qualities 
can be established. In a word, process cannot exist at a moment of time. 

Thus if the economist comes to think of the cycle and the long-term trend as 
constituting entities in economic process, the whole, he may get away from the 
contemporary differences between the Keynesians and the non-Keynesians, once 
he recognizes the interrelationship and interdependence of entity and the whole. 
And in getting away from those differences he may achieve a dynamic economic 
theory, at least from the standpoint of tackling current economic problems. 

Thus, the third bit of speculation, methodology, arrives upon the scene. It was 
perhaps inevitable. 

The future of methodology more than appears to hinge upon what construction 
may be made of the relationship of the cycle to long-run trends. While the doc- 
trines of “economic maturity’ and ‘economic progress’ perhaps should be 
evolved as having ‘‘an independent meaning of their own,” it may be found that 
neither the cycle nor the long-run trend can be treated as distinct phenomena. 
Indeed the two phenomena are sufficiently closely related, if Schumpeter, Aker- 
man, and Wright are followed to warrant proposing that the idea of separate 
treatment be reconsidered. Higgins’ interpretation of Schumpeter’s cycle sug- 
gests exactly this. Schumpeter’s “cycle,” he says, “‘. . . consists of an inflation- 
ary boom and recession, but secondary effects due to frictions produce the depres- 
sion and recovery phases...” The trend is drawn through the inflation points. 
“For Schumpeter, there are at least three such trends.” But, as Higgins notes, 
it is a third concept which approaches the real world; “... there is the actual 
trend, which is a product of innovations, population changes, frictions, and gov- 
ernment policies.” This trend presumably falls below ‘‘the full employment 
level,” and it can be said to be brought below that level by the same forces which 
are active in inducing the cycle: change and frictions. 

It does not seem possible, therefore, that the cycle and the trend can be 
studied as wholly separate phenomena, if full understanding is to be had of each, 

21B.S. Keirstead, The Theory of Economic Change, pp. 7, 63-104. 

22, R. Das, The Philosophy of Whitehead, Chaps. II and VI. 


23 Benjamin Higgins, ‘“‘Concepts and Criteria of Secular Stagnation,” an Essay in In- 
come, Employment, and Public Policy, pp. 87-88. 
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although Higgins may entertain an opposed view. Keirstead in one respect, does 
agree. He finds that, even though the cycle is self-generating,™ “. . . the move- 
ment of this [Keynes’] cycle may be in conjuncture with other processes or events, 
such as the upward or downward long-run swing in economic activity. . . .”” Hav- 
ing conceded this much, Keirstead might be prevailed upon to concede the 
whole proposition. For the sake of argument, it is assumed that he does, that 
the cycle and trend are a virtually inseparable relationship. 

It is now possible to take a bold step in an entirely new direction. For the sake 
of argument, it may be said that an economic system exists largely because 
there is motion involving change, change particularly of the relations of individ- 
uals and of groups to each other, and arising out of population, institutional, and 
innovational changes. If there is no economic activity originating in change, it is 
possible that the system eventually would evaporate and a fairly anarchial rela- 
tionship of individual to individual would evolve. As long as there is change, 
however, economic process—interrelated trend and cycle—continues. Indeed, 
the system is essentially a process, a relationship of individuals, groups, and 
things which is always en route. Conceivably this process could be creative, 
stationary, or degenerative. 

Moreover, there are various possible economic systems. What remains of the 
private enterprise economy, in the traditional sense, is one of the several possible. 
The laws which define it are arbitrary. Since they are arbitrary there might be 
other laws equally arbitrary and these would define other systems. But, to follow 
Whitehead, the important thing from the present standpoint is that since the 
laws being what they are they are not perfectly obeyed. Therefore, “disturb- 
ances’ which “cause” the process to deviate from previously “determined” 
trends arise. Conceivably, the disturbances may generate such wide divergencies — 
from the trend that a new system tends to subvert the existing one. Process then 
no longer partakes of the old but more and more of the new.”® 

As a “driving force” contributing to change, Akerman places considerable 
weight upon the gradual shift from the traditional liberal economy (the X-econ- 
omy) to the planned or collectivistic economy (the Y-economy).”* To be sure, 
there are other “‘driving forces’: population growth, innovations, money-credit 
practices, the distribution of income, etc. The classicists virtually ignored these 
disturbances, either by rendering them ceteris paribus or by subsuming them 
under a catch-all of frictions and inertias, so that their impact is set aside. The 
system is closed and a proper theory of growth and disturbance has not been 
developed. 

It is necessary instead to “correlate” the disturbances, the behavior of various 
individuals and groups, or the “experiences’’ which are derived from the observa- 


24 Op. cit., p. 349. 

25 Let us note, however, that disturbances may be of two kinds. As just mentioned, 
they may arise from the failure to obey the laws of the system. Or they may derive from the 
attempt to analyze the system, as a result of the interdependence of the variables. While 
we measure one variable we inadvertently affect the others. Our concern is chiefly with the 
former kind. 

26 Johan Akerman, Ekonomisk Teori, Vol. II, pp. 61-78. 
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tion of data (which will probably be largely “historical’’). A class of things and 
a schemata of the classes of things, in turn, both changing as process changes, 
are needed. A description of the economic system, not at any one moment of time 
but at what amounts to all moments,” is also essential. Once having carried 
through a correlation of experiences, it is possible to derive such a schematiza- 
tion and an understanding of change as permits going beyond simple empiricism 
as, for example, would be contained in the analysis of the usual statistical time 
series. 

There is no reason for arguing that history consistently repeats itself. Yet, 
since the study of economic process and its disturbances may largely have to 
come around to some historical approach, the question is: what method? What 
can be found in the past, through observation, which permits correlation with 
the experience of today so that generalizations about these phenomena can be 
drawn? 

Certainly there must be some abstraction and in a discovery of that abstrac- 
tion the answer to these questions may be found. History per se has no scientific 
value. It achieves value only insofar as it (the description) is related to an ab- 
straction which, in the field of the social sciences, may be and usually is found 
in the area of explanation of human conduct. The business cycle, for example, 
is characterized, to borrow Wicksell’s terms, by a cumulative process upward 
and a cumulative process downward. Here is history and abstraction. It is the be-- 
havior of people, frequently acting over time as a group or as influenced by others 
of a similar bent or inclination, which may be of major importance to the explana- 
tion of a cyclical contour of process. 

In recent theory the concepts of price and income expectations and of lags be- 
tween variables have been invented to help explain why equilibrium or stability 
are so difficult to establish, and why there are drawn-out processes, up or down, 
away from some concept of a “norm.” But here an appendage, much like the 
friction-inertia appendage of the classicists, is largely achieved. Dynamic reality 
may call for more than such extensions of the classical system,”® for these appen- 
dages may be too all-inclusive to give adequate meaning to the dynamics of our 
contemporary world. 

Of course the economist must observe what is the nature of consumption, in- 
vestment, and saving under change. But he needs particularly to get at patterns 
of behavior lying underneath consumption, investment, and saving—on both a 
micro- and a macroscopic basis. In suggesting a micro-macroscopic attack upon 
behavior, the writer thus differs with certain Keynesians. Ayres, for example, 
holds that ‘“‘the belief in the dependence of economic growth upon the cumulation 
of funds did not originate in any” detailed analysis “of saving, investment and 
consumer spending;’*® and that the system cannot be extended through the 
examination of details. 


27 Herbert Dingle, Through Science to Philosophy, p. 270. 

28 Tbid., Chap. 1 and pp. 81-84. 

29 Cf. R. F. Harrod, op. cit., Chap. 1. 

30 Clarence E. Ayres, ‘‘The Impact of the Great Depression on Economic Thinking,” 
The American Economic Review, Vol. 36, No. 2, p. 117. 
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Nevertheless, a major difficulty with Keynesian method (as well as with 
Stockholm school method) is that it is not sufficiently microscopic. Those unfor- 
tunate forecasts of high post-war unemployment by Bassie, Hagen, Smithies, 
and others, stem largely from the failure of the macroscopic approach to reflect 
“internal shifts” in the consumption schedules for various economic groups. 
Their macroscopic method is not adequate to yield the nature of economic 
process. In fact, it may be said that macroscopic method is impossible without 
microscopic method. The processes of consumption, saving, and investment may 
vary “‘internally.”’ It is necessary to learn whether the universe which is treated 
is sufficiently homogeneous to warrant subsuming it under a given function. 
Therefore, it is quite necessary to use microscopic method to discover the charac- 
teristics of the given universe, to learn how much of behavior can be regarded 
organismically and how much cannot! 

This viewpoint, however, does not deny that theory must be derived under 
the postulate of interdependence. On the contrary, it lends support to economic 
theory as a discipline stating interdependence of the elements which contribute 
to change in economic process. 

Process means that the organism, in its various aspects, is undergoing change 
through which it more or less continuously is taking on new forms or patterns 
in every part of itself—often some parts more rapidly than others, but therein 
lies the need for understanding interdependence. A becomes B and does so over 
time and space so that time and space are a part of the process, not apart from the 
process. The so-called process analysis of the Scandinavians is not of the same 
order.** Their method means the study of adjustment from one equilibrium posi- 
tion to another (both stated as potential), with the equilibrium positions of a 
static nature. Time is therefore instantaneous and not a part of the process. But 
in the concept referred to here, time and space are in a sense the boundaries of 
the process and are not independent variables. In themselves they are not real 
but only potential. It is in this area that the abstractions of the Newtonian 
mechanics and the Euclidean world, which still govern much of recent economic 
development, are rather distantly removed from reality, so distantly in fact that 
their application is possible only for extreme conditions of stability.” 

In the world of economic behavior it does appear that process, as considered 
here, is as apropos as it is in the physical world, perhaps even more so. In the case 
of changes which impinge upon the economy (or actually are a part of economic 
process when viewed in the sense intended here), space and time are not fixed 
but are “instant bits of duration,” under which an entity comes into existence, 

31 The reader is referred especially to an article by James Dingwall: ‘“‘Equilibrium and 
Process Analysis in the Traditional Theory of the Firm,’’ The Canadian Journal of Econom- 
ics and Political Science, Vol. 10, pp. 448-463. Here is one of the most illuminating discus- 
sions on ‘process’? methodology to be found in contemporary literature. See also Ernst W. 
Swanson, ‘‘Full Employment Patterns in 1950: Some Comments,” a paper given at the 


Annual Meeting of the American Statistical Association, Atlantic City, Jan. 25, 1947, for 
a review of contemporary method. 


32 Cf. Karl H. Niebyl, Studies in the Classical Theories of Money, pp. 157-160. 
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“a special scheme of extensive relationships, which in the end is the meaning 
of space and time.’ 

Consider the concept, ‘‘transportation.” As an abstraction it has not changed; 
the object which has made it possible, however, has changed greatly and almusi 
continuously. The “event” of the steam locomotive must be understood not as 
any independent, unforeseen bloom, but as a “nexus” of happenings (a series of 
circumstances): the ideas and devices of the lever, the wheel, the gear, and the 
reciprocating engine. These ideas were conveyed into a new entity—A into B. To 
explain ‘chow it happened,” the “‘life history” of the steam locomotive is a proc- 
ess, a spatial thing, taking place over time. (Moreover, there is a teleological 
connotation all along in “the effort gone into to improve transportation.’’) 

By this view, change is not a particular occasion but rather it is a relationship 
between the past and the present, to engender a future thing. When something 
“happens”—as the steam locomotive—that something is one possibility. From 
the same ideas other developments may have been possible.™ It is in this respect 
that prediction enters: “determination” of the most probable “‘event.’”’ And it is 
when the economist points to these possibilities that he correlates experiences. 

Instead of preoccupation with differences between consumption expenditures, 
savings, and investment, and the effects of these differences upon income forma- 
tion, the economist perhaps needs to explore motives and changes in motives, 
as arising under changing structure and institution. “If human motives are of . 
thus and such an order, the expected subsequent action would be of such and 
such a nature.’”*> Human motives change structure and structure in turn acts 
upon human motives; hence, changing “‘patterns’’ of spending, saving, and in- 
vesting develop. 

The “details” of spending, saving, and investing require that the economist 
look at the plans of different individuals or groups of individuals, observing and 
correlating his observations, to establish whether these individuals and/or groups 
have the same or different “feelings” about things. Process is not a single plan, 
nor is it a sum of plans; rather it must be looked upon as a concatenation of 


plans of different individuals or of different groups of individuals, each affecting 
the other. 


vI 


To help clarify the nature of change in method, it may be worth while to try 
to compare the setting of the classical with that of the contemporary world. Each 
calls for a particular method. 

Contrary to the contention of those who have ignored the setting, classical 
method was developed as a part of a problem-solving approach of classical eco- 
nomics.** Economics did not originate and develop in a vacuum.” 


33R. Das, op. cit., p. 82. 

34 Alfred North Whitehead, Process and Reality, p. 262. 
35 B.S. Keirstead, op. cit., p. 18. 

36 Cf. J. M. Keynes, General Theory, etc., p. 3. 

37 Karl H. Niebyl, op. cit., Chap. 1. 
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Neo-classical value and distribution theory was affected by the interests of the 
then dominant group. As the private enterprise economy developed that group 
became the owner-operator. Its interests revolved largely around the choice of 
the best combinations of productive agents enforced by the search for greatest 
economic efficiency, under a fairly close approximation to pure competition.* 
Its microscopic method developed to a high order of refinement, since the chief 
problem was with the details of ratios of labor to capital. The concern over the 
use of total resources was pushed into the background. 

In modern industrial society, impregnated as it is with monopolistic competi- 
tion, brought into being by big business, big industrial unions, and big farm or- 
ganizations, the setting has changed markedly and with it the problem. The event 
of big business meant the abdication of the owner-operator in favor of the hired 
manager. And the dominant group has become the employed worker. For this 
new group the problem is not resource allocation, but among other things, job 
security. 

The economy of rational behavior is being gradually displaced by the economy 
of an approximation to traditionalism. The drift is toward group action and group 
motivation. Wants are more and more dominated by group standards, the latter 
colored by individual behavior to preserve rather than to advance positions. 
Productive effort is more and more dominated by group standards intended to 
compress individuals into fairly comparable molds of behavior (better: conduct; 
since the ends are problematic from the standpoint of group action). 

The economy thus departs significantly from the fairly atomistic order of two 
or three generations ago. It becomes a blend of group and individual behavior 
(conduct) and, to borrow Whitehead’s term, it takes on some of the characteristics 
of an “organism.” The individual and groups are differently motivated. Con- 
sumption spending, saving, and investment are differently affected, as structure 
and institutions change. 

The new setting therefore tends to force the chief emphasis to be put upon the 
macroscopic view on the economy. The microscopic view, while now secondary, 
has its role to play in helping to observe the behavior patterns as they are re- 
constituted. The growing organismic nature of the economy makes macroeco- 
nomics more essential today than it was yesterday; but, since individuals may 
still deviate from group patterns and may on occasion set the pace, microeconom- 
ics becomes the right hand of macroeconomics. 

It does seem, therefore, that Akerman’s combining of macroscopic and micro- 
scopic methods*® may be the happy solution to the contemporary needs in 
economic methodology. Akerman’s view is basically the writer’s, that, until 
economists are better informed, the business cycle may be conceived of as a 
structural and, at the same time, a self-generating phenomenon; the economist 
turns to study the course of the self-generating cycle over time. He must, there- 
fore, analyze the impact of changes in innovations, population, and technology 
upon institutions, the production structure, the monetary-fiscal structure, and 


% FH. Knight, Freedom and Reform, pp. 56-57, 233. 
39 Johan Akerman, Ekonomisk Teori, Vol. II, p. 44. 
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the income structure. By such an approach both macro and micro methods are 
made essential. Macro method would be applied !argely to the structural changes; 
while micro method becomes the analysis of the details of spending, saving, and 
investing, to determine how homogeneous our universes are. 


Vit 


There is much to be done before there is an economics which is as basically 
problem-solving as was the economics of Adam Smith, Ricardo, and Mill, or for 
that matter Marshall’s, or Wicksell’s, each in its setting. Contemporary concep- 
tions of the cycle and the long-term trend will have to be modified considerably 
and their interdependence be made a part of the approach to economic dis- 
turbances. Such considerations should make the economist doubly aware of the 
poverty of his present methods. 

Method is not a stationary thing. The writer deems its development one of the 
major necessities of the economic discipline today. He can but agree with White- 
head that “The Certainties of Science are a delusion. They are hedged in with 
unexplored limitations. ... Whenever some new modes of observational experi- 
ence is obtained, the old doctrines crumble into a fog of inaccuracy.’*° 

To follow the road plotted here, among other essentials, is a system of trans- 
formation of the one set of equations into the other, so that macroeconomics 
will be properly joined with microeconomics. In that search, the difficulty of — 
treating a heterogeneity of the agents of production and, particularly, the fact 
that capital assets of the firm are not the homogeneous, perfectly substitutable 
phenomena usually supposed in present-day macroeconomics, will in all likeli- 
hood be encountered. There may also be need to study intensively multiplier 
effects which arise out of different forms of investment and associated with varia- 
tions in the behaviors of spender, saver, and investor, but especially as the prod- 
uct of the diversity of capital expenditures. Those shifts in liquidity preference 
which may have their roots in the firm’s disposition of assets may also influence 
the multiplier and should be thoroughly reviewed in the light of structural change. 
By these findings the nature of micro- and macroeconomics may be significantly 
modified. These and other matters call for further exploration. 

The writer closes by saying: He hopes that he has not forced the reader to 
stretch his credulity to the breaking point. Conceivably, were Low, the British 

caricaturist, to come across this piece, he would label it: ‘‘A recurrent fluctuation 
disturbing fundamental equilibrium.’' The reader might well concur. Emphasiz- 
ing the exploratory nature of what has been said, his august reflections are none- 
theless invited. 


40 Alfred North Whitehead, Adventures of Ideas, p. 198. 
‘t See his cartoon, The New York Times, Sunday, July 10, 1949. 
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PUBLIC POLICY AND MONOPOLY: A DILEMMA IN 
REMEDIAL ACTION 


JESSE W. MARKHAM 
Vanderbilt University 


To those who have followed the efforts of the federal government to promote 
the public welfare by directing economic activity during the past decade and a 
half, the need for a cohesive, well-defined policy has become increasingly evident. 
In perhaps no single area of activity has policy been so seemingly incongruous 
as in the field of monopoly. On the one hand, to obtain a more economical allo- 
cation of resources, the Antitrust Division of the Department of Justice con- 
demns industrial structures which give rise to price and output patterns that do 
not approximate those which would exist under moderately competitive condi- 
tions. On the other, to effect a more “equitable” distribution of income and 
greater economic stability, Congress has, in effect, created agricultural cartels 
through a price support and production control program and the executive, ju- 
dicial and legislative branches of our government have deliberately fostered and 
created ‘“‘public interest’? monopolies and strong labor unions. Moreover, the 
government’s encouragement of collective action among industrialists under 
NRA evidenced a belief that monopoly need not always be inimical to the public 
welfare. Hence, one might justifiably conclude that it is the occupational or 
temporal incidence of monopoly and not monopoly per se that is bad, and might 
well ask whether over-all public policy toward monopoly is to vary with respect 
to particular markets and various phases of the business cycle, or whether the 
government has in mind some optimum “‘coefficient of monopoly” toward which 
all economic markets are to be directed. 

These incongruities in the political economy are not difficult to explain. Gov- 
ernments, both state and national, respond to unequal political pressures with 
varying degrees of alacrity. They have fostered cartel arrangements and estab- 
sished controls designed to aid those who are politically strong collectively but 
who individually are economically weak, and have sought to weaken those who 
are economically powerful but whose political influence (voting power) is weak. 
Moreover, from the standpoint of law, regulatory and antitrust cases do not 
present the courts with a single problem. In one, the court passes upon the con- 
stitutional authority of governments to regulate an industry; in the other, it 
decides whether or not a federal statute has been violated. One might even argue 
defensibly that the courts have interpreted the legislative intent in both a politi- 
cal and legal sense with a certain consistency, yet, the inconsistency with which 
the government has approached the monopoly problem in its economic sense is 
inescapable. Superficially, the evidence indicates that our policy has been to 
eliminate extreme forms of both monopoly and competition wherever they abide 
or whatever the circumstances that give rise to them. Actually, since 1930 public 
policy toward monopoly seems to have been inextricably submerged in the tri- 
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chotomy of stability, income distribution, and resource allocation. That a policy 
which condemns monopoly generally as anti-social and at the same time fosters 
monopoly to accomplish certain objectives (economic stability, more equitable 
income distribution, etc.) is riddled with internal conflict and can at best meet 
with but limited success, seems beyond reasonable doubt. Monopoly practices 
overlooked or encouraged during periods of depression are likely to serve as 
embarrassing legal precedents in later years. For example, victories recently 
achieved by the Anti-trust Division in the Tobacco case,! and to a less extent 
those won in the National Lead? and similar cases, clearly indicate both an intent 
and the ability to prosecute successfully price and output practices born of 
oligopolistic rationality.* But decisions in these and other recent cases also illus- 
trate the difficulties the Antitrust Division confronts in obtaining the remedies 
it deems appropriate. In fact, if one discounts the tactical worth of many of the 
recent decisions, they might be appropriately termed “phantom” antitrust vic- 
tories. It is not the purpose of this paper to engage in value judgments with 
respect to the wisdom or folly of the policy that can justifiably be inferred from 
these antitrust decisions. Rather, it proposes to show that a public policy which 
condemns oligopolistic rationalization along with traditional monopoly on the 
one hand after it has effectively eliminated the more perfectly competitive mar- 
kets by yielding to political pressure groups on the other presents the courts 
with a remedial dilemma. The broader dilemma, namely, how to maintain the . 
vestiges of a free enterprise economy in a society which at once condemns near- 
perfect competition, oligopoly and monopoly as inimical to the public welfare 
will be left for the reader to solve. 


The traditional public utility concept was born when the Supreme Court 
handed down its well-known decision in the Munn v. Illinois case‘ in 1876. Hav- 
ing no real precedent upon which to base its decision,® and since the grain eleva- 
tors involved were not licensed by public authority (hence, the right to regulate 
could not stem from special privilege), the Court decided the case purely upon 


1 American Tobacco Company v. United States, 328 U.S. 781-815 (1946). See Infra. 

2 United States v. National Lead Company et al, 332 U.S. 319-369 (1947). See fn. 27. 

3 For a full development of this point of view see William H. Nicholls, ‘‘ Economic Con- 
sequences of Recent Antitrust Decisions: The Tobacco Case of 1946,’’ American Economic 
Review, (Annual Supplement, 1949), pp. 284-296. 

4 Munn v. Illinois, 94 U. S. 113-154 (1876). In violation of an Illinois statute (1871), 
Munn and Scott had continued to operate their Chicago grain elevator without a license 
and without complying with prescribed storage rates. Action was brought against them in 
the Cook County Criminal Court where the defendants were fined. The fine was upheld in 
the Supreme Court of Illinois and in the Supreme Court of the United States. The fact that 
Chicago grain elevator operators had frequently entered into collusive agreements with 
respect to storage rates was given considerable weight by the Court in its decision to uphold 
the Illinois statute. 

5 The Supreme Court dragged out a two-hundred year old essay, De Portibus Maris, 
written by Lord Hale and often referred to one of the author’s statements—‘‘ When private 
property is affected with a public interest, it ceases to be juris privati only.’’ The essay 
was hardly a real legal precedent. 
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economic grounds. The 14 grain storage plants operated by 9 firms were strategi- 
cally located in the market. Their location gave them the power to exploit if not 
to stifle the grain industry. Moreover, the 9 firms had frequently gotten together 
to set prices. Firms so located with the power to set prices could operate against 
the public welfare; therefore the state of Illinois had a right to regulate the 
industry to protect the public from exploitive practices. 

Although the court did not unswervingly apply the initial principles ex- 
pounded in the Munn decision, protection of the public as a justification for 
regulation continued to be the hard core of jurisprudence in intra- and interstate 
public utility decisions and state and federal legislation until the 1920’s. Com- 
patible with the basic social philosophy which prompted the enactment of the 
Sherman Act, the ostensible purpose of public utility regulation was to curb 
monopoly power where monopoly was an economic necessity. Whether in har- 
mony as practiced or not, from the standpoint of public policy principles the 
Sherman Act and the public utility concept were, until 1934, not beyond the pale 
of reconciliation. 

Under the obstetrical care of New Deal philosophy, the Supreme Court (albeit 
an ‘“‘Old Deal” one) gave birth to a completely new and revolutionary facet of the 
public utility concept in 1934 with its decision in the Nebbia case.* No longer was 
protection of the consumer the sine qua non for the right to regulate. Instead, 
the court decided in this instance that a state could so regulate price as to pro- 
tect the investment of firms subject to too much competition! A brief review of 
two cases decided in the early thirties helps document this reinterpretation of 
the concept. The decisions rendered in these two cases are of particular interest 
since they reflected the attitude of the court toward market conditions that 
might conceivably prevail should firms in an industry composed of few producers 
fail to take cognizance of the indirect effects of their price policies. 

The first indication that protection of investors’ profits as well as the protec- 
tion of consumers from exorbitant prices could also be cloaked with a public 
interest was evidenced in Mr. Justice Brandeis’ famous dissenting opinion in the 
New State Ice case.’ He stated: 


... the relative ease and cheapness with which an ice plant may be constructed exposes 
the industry to destructive and frequently ruinous competition. ...The erection of a 
new plant in a locality already adequately served often causes managers to go to extremes 


6 Harold M. Gray argues, on the basis of the Nebbia decision and the subsequent perver- 
sion of the traditional public utility concept to anti-social ends, that this era witnessed the 
end of regulation in the public interest. See his ‘‘Passing of the Public Utility Concept,” 
Journal of Land and Public Utility Economics, Feb. 1940. 

7 New State Ice Company v. Liebmann, 285 U. S. 262-311 (1932). The state of Oklahoma 
had passed a law in 1925 which conferred upon the State Corporation Commission the right 
to limit the number of ice plants by requiring a license of all who produced ice for public 
consumption. Liebmann purchased a plant site near that of the New State Ice Company in 
Oklahoma City and commenced constructing an ice plant. The New State Ice Company 
brought suit to enjoin Liebmann from doing so. The United States Supreme Court decided 
by a 6 to 2 decision (Mr. Justice Cardozo did not take part in the decision) that the Okla- 
homa statute violated the Fourteenth Amendment. The case is probably known chiefly 
for the dissenting opinion. 
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in cutting prices in order to secure business. Trade journals and reports of association 
meetings of ice manufacturers bear ample witness to the hostility of the industry to such 
competition, and to its unremitting efforts, through trade associations, informal agree- 
ments, combination of delivery systems, and in particular through consolidation of 
plants, to protect markets and prices against competition of any character.® 


In this case Brandeis, notwithstanding his anti-bigness bias, appeared to con- 
done private as well as public attempts to curb price competition. He called the 
attention of the court to the depressed condition of the economy and emphasized 
that the court should keep in step with the current of social thinking. He stated, 
“Economists are searching for the causes of this disorder and are re-examining 
the bases of our industrial structure. Business men are seeking possible reme- 
dies . . . But rightly or wrongly, many persons think that one of the major con- 
tributing causes [of the depression] has been unbridled competition.”® It took 
only two years for the majority of the Court to become infused with the Brandeis 
viewpoint. 

The right to protect the vested interests of special groups from competition 
was abruptly snatched from out of the realm of philosophical speculation and 
made a real part of public policy with the Nebbia decision" and legislation enacted 
after 1932. Under the impetus of diminishing profits, attributable chiefly to price 
competition from independent dairies, dairymen associations had petitioned the 
state of New York for a bill which would protect their members from the com-— 
petition of small, non-member producers. The U. 8. Supreme Court upheld the 
statute 5 to 4. When he delivered the majority opinion Justice Roberts admitted 
that the “dairy industry is not, in the accepted sense of the phrase, a public 
utility.”” He stated, moreover, that the court, in this instance, was not looking 
for monopolistic practices although the price discrimination and the limitation 
of membership practiced by the milk associations were convincing evidence that 
monopoly was present. The real problem was protection of assets of dairymen 
by granting them higher prices and higher incomes. An inference that might 
reasonably be drawn from the decision is that had the monopolistic practices of 
the associations provided sufficient protection against competition from the in- 


8 Ibid. 

9 Ibid. 

10 In 1933 the state of New York enacted a statute (Chapter 158, Laws of 1933) which 
created a milk control board to deal with the ‘‘acute emergency”’ characterized by ‘‘un- 
healthy, unfair, unjust, destructive, demoralizing, and uneconomical trade practices’”’ 
which menaced the health of the public and ‘‘seriously impaired the agricultural assets 
supporting the credit structure of the state and its local governmental subdivisions.” 
262 NY 259, 186, N.E. 694, P.U.R. 1933 D 225. It has been generally agreed upon that the 
‘impairment of the public health’ clause of the statute was not a serious issue in the case. 
See Irston R. Barnes, Cases on Public Utility Regulation, pp. 48-53; and Emery Troxel, 
Economics of Public Utilities, pp. 21-23. The milk board had imposed a minimum price on 
milk sold in the state of New York of $0.09 per quart. Litigation in three courts (City Court 
of Rochester, New York Court of Appeals, and the United States Supreme Court) resulted 
when the city of Rochester fined Leo Nebbia, an obscure grocer, $5.00 for selling 2 shal of 
milk and a loaf of Italian bread for the sum of $0.18! 
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dependent dairymen there would have been no need for the New York statute. 
Professor Troxel, commenting upon the decision, stated ‘“The Nebbia decision, 
keeping judicial pace with New Deal government, is a turning point in old eco- 
nomic liberalism—the old individualism of private business. Price control now 
can be extended beyond the familiar ‘public interest’ categories; it can be applied 
to the ‘sick’ and disturbed industries of too much competition as well as the 
exploitive industries of too little competition.’ 

This break with tradition was no momentary deviation on the part of the 
government to meet the economic crisis of a depression.’ Subsequent legislation 
and court decisions furnish adequate evidence that the government is as willing 
to prescribe cartelization as competition as an economic cure, e.g., the Bituminous 
Coal Conservation Act (1937), the price supports and output quotas for agricul- 
tural commodities, and labor legislation in the thirties to mention only a few such 
instances. Moreover, the Sunshine case," the Hutcheson decision," and the recent 
Bulwinkle Act have virtually placed the coal industry and the monopoly prac- 
tices of labor unions and railroads beyond the reach of the antitrust laws. Hence, 
unless the Supreme Court has managed to maintain a state of immunity from 
this new approach to economic market solutions, decisions in antitrust cases, 
particularly decisions with respect to remedial action, have been made vastly 
more complicated. Prior to 1930 the court had principally to judge the existence 
of monopoly; today, the court, if it accepts the logic of its own position, is further 
confronted with the extraordinarily difficult task of weighing the influences of 
monopoly upon resource allocation, economic stability and income distribution. 
The most optimistic economist would concede that this constitutes no mean 


11 Emery Troxel, op. cit., p. 21. 

12 Professor William H. Nicholls, who critically read the first draft of this paper, pointed 
out that initially it probably was but that in effect the deviation could not be momentary 
since a reversal, once the case became a judicial precedent, was politically very difficult. 

18 Sunshine Anthracite Coal Company v. Adkins, 310 U. 8. 381-405 (1940). The Sunshine 
Anthracite Coal Company filed a petition with the National Bituminous Coal Commission 
for exemption from the price stabilization provisions of the Bituminous Coal Conservation 
Act of 1937 on the ground that its coal was not bituminous. The petition was denied. While 
the proceeding was pending the appellant filed suit to enjoin the appellee from collecting a 
$0.195 per ton tax applicable to his coal sales should the commission decide that his company 
came under the provisions of the act. In deciding against the appellant the court stated that 
Congress had the power to impose price controls and to single out a particular industry and 
remove it from the penalties of the Sherman Act. 

14 United States v. Hutcheson, 312 U. 8. 219-246 (1941). The case was precipitated by a 
jurisdictional dispute between the United Brotherhood of Carpenters and Joiners and the 
International Association of Machinists. Both unions had collective bargaining agreements 
with Anheuser-Busch. The activities of the carpenters union were the basis for the restraint 
of trade charge. The indictment stated that the carpenters, through collusive agreements 
and boycotts, had extended the effects of their strike to the construction and other indus- 
tries and through a publicity campaign had attempted to boycott dealers in Anheuser- 
Busch beer. The Court agreed that these activities constituted a restraint of trade but 
held that provisions of the Clayton Act and the Norris-LaGuardia Act placed them beyond 
the reach of the Sherman Act. 
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II 


The trend toward governmental acceptance and sponsorship of privately and 
publicly controlled markets clashes severely with the directional movement in 
antitrust prosecution. Although a well defined pattern of antitrust decisions is 
difficult to discover,'® overt acts which may be construed as an intent to monopo- 
lize an industry or to restrain trade have accounted for most of the victories won 
by the Antitrust Division. Decisions against monopolies per se have been tem- 
pered by the rule of reason: The Standard Oil'* and Tobacco” trusts were dis- 
solved as “bad”? monopolies; on the other hand, United States Steel'® and Inter- 


16 See Milton Handler, ‘“‘A Study of the Construction and Enforcement of the Federal 
Antitrust Laws,’’ TNEC monograph no. 38; and Walton Hamilton, “‘ Antitrust in Action,” 
TNEC monograph no. 16. 

16 Standard Oil Company of New Jersey et al v. United States, 221 U.S. 1-106 (1911). The 
Standard Oil Company of Ohio had controlled only 10 per cent of the petroleum industry 
in 1870. By 1879, through such predatory practices as the suppression of competitors through 
its pipeline and railroad activities, the Standard Oil Trust had obtained control over 90 
per cent of the industry. The trust had been ordered to dissolve in 1892 but the trustees 
simply transferred the stock of 64 companies to 20 that they controlled. When held in 
contempt by the Ohio Court the trustees took refuge behind the New Jersey holding com- 
pany laws under which the Standard Oil Company of New Jersey had been formed. The 
government brought its dissolution suit against the holding company in 1906. The United | 
States Supreme Court, in a unanimous decision, ordered that the trust be dissolved in 1911. 
Collectively, the predatory practices of the Standard Oil Trust have been frequently re- 
ferred to as the most flagrant deliberate violation of the Sherman Act in history. 

17 United States v. American Tobacco et al, 221 U.S. 106-193 (1911). The original American 
Tobacco Company had been formed in 1890 as a result of a consolidation of five leading ciga- 
rette manufacturers who collectively controlled 96 per cent of the total domestic cigarette 
output. By 1898 the Company, through its subsidiary, the Continental Tobacco Company, 
had obtained control of plug tobacco production. The following findings of fact led to the 
Supreme Court’s decision to dissolve the trust: (1) the first combination had been impelled 
by fierce price wars; (2) consolidations in various fields had always been preceded by trade 
conflicts designed to drive out competitiors or force them to enter the combination; (3) 
the manifest purpose of the trust had been to obtain control and keep it; (4) by obtaining 
control of various stages of production in the manufacture of all tobacco products, the trust 
had held perpetual barriers in front of new entrants; (5) millions of dollars had been spent 
on assets that were never used but dismantled; (6) covenants not to compete had been 
systematically obtained from all sellers. 

18 United States v. United States Steel Corporation, 251 U.S. 417-466 (1920). The United 
States Steel Corporation had been organized in 1901 to acquire the stock of 12 operating 
companies. The amalgamation had been marked by watered stock and huge promoters’ 
profits ($62.5 million). The government had charged the company with (1) wrongful motive; 

(2) price-fixing arrangements with competitors; and (3) bigness. Testimony by competitors 
that price competition still existed in the steel industry and that they did not have to accept 
the prices of United States Steel virtually removed the first two charges, leaving only big- 
ness as an issue. The court then ruled that mere size was no offense if monopoly was no 
longer intended and if the competition of rivals was not restrained or limited. The court 
attached considerable weight to the fact that United States Steel had, by the time the suit 
was brought, lost a large share of its market (from 70 per cent to 50 per cent). Hence, the 
court ruled, United States Steel had failed to establish a monopoly. The company escaped 
dissolution by one judicial vote. 
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national Harvester’? escaped dissolution on the grounds that their predatory 
practices had been either ineffective in the market or had been discontinued by 
the time the case came before the court. The inability to visualize a remedy that 
promised to improve market conditions has also influenced antitrust decisions. 
For example, the United Shoe Machinery Company” was left intact although 
the company’s monopoly of the shoe machinery market was virtually complete; 
yet, in the Anthracite Coal cases, holding companies that accounted for from 20 
to 30 per cent of their markets were dissolved, probably because a divorce of rail- 
roading from coal mining offered itself as a painless remedy. The per cent of 
market control has entered into several antitrust decisions but did not play a 
determining role until the recent Aluminum” decision. In cases brought against 
combinations to fix prices the court has been much less given to indecision. In 
both the Trenton Potteries” and the Socony-Vacuum* cases the court declared a 
combination to fix prices illegal regardless of the “reasonableness” of the price. 


19 United States v. International Harvester Company, 274 U.S. 693-710 (1927). The court 
here adopted the same line of approach used in the Steel case. A consent decree had been 
worked out with International Harvester in 1918 in which the company had been ordered to 
dissolve to such an extent that competition would prevail. At that time International Har- 
vester controlled about 85 per cent of the domestic productive capacity. By 1927 the com- 
pany’s share in the market had been reduced to 64 per cent. The court ruled, therefore, 
that independents had been able to compete and that wrongful purpose had been abandoned 
by International Harvester. The court ruled, moreover, that the acceptance of Interna- 
tional Harvester as a price leader in the industry did not constitute a violation of the Sher- 
man Act by International Harvester. 

20 United States v. United Shoe Machinery Company, 247 U.S. 32-91 (1918). The govern- 
ment filed suit requesting the dissolution of the United Shoe Machinery Company in 1911 
on the grounds that (1) the company was a combination of competing concerns; the pur- 
pose of the combination had been to create a monopoly in the manufacture of shoe machin- 
ery; and (2) the company had sought to further and maintain the monopoly by employing 
an elaborate system of leases and tying contracts. On the first count, the court held, as ina 
previous criminal case against the company’s president [United States v. Winslow, 227 U. 
S. 202 (1913)], that the original members of the combination did not compete with each other 
and that subsequent acquisitions had not removed competition in any real sense. On the 
second count the court held that the leases were entered into voluntarily and without coer- 
cion. The purpose of the leasing system was to make the sets of machinery available to 
customers on easy terms and to promote their efficient and productive operation to insure 
adequate royalty returns. The conditions of the leases were within the lessor’s patent rights 
and, hence, did not constitute a violation of the Sherman Act. The court later modified 
its position with respect to the company’s system of leases and tying contracts; see United 
Shoe Machinery Corporation v. United States, 258 U.S. 451 (1922). 

21 In Geddes v. Anaconda Copper Mining Company, 254 U.S. 590-602 (1921), the court 
implied that control of 22 per cent of the market did not constitute a monopoly if achieved 
without predatory practices or injury to competitors. The Aluminum Company of America 
was judged to be a monopoly on the grounds that, among other things, it controlled about 
90 per cent of the domestic “‘virgin’”’ ingot market. United States v. Aluminum Company of 
America, 148 Fed. 416 (1945). The Circuit Court also served as the final court of appeal. 

22 United States v. Trenton Potteries Company, 273 U. S. 392-407 (1927). The Court de- 
clared unlawful a price-fixing agreement entered into by persons manufacturing and distrib- 
uting 82 per cent of the vitreous pottery bathroom fixtures produced in the United States. 
In arriving at its decision, the court was not concerned with whether the price fixed was 
reasonable or not: “‘The aim and result of every price fixing agreement, if effective, is the 
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No consistent pattern of decisions evolved from these pivotal antitrust cases, 
yet, in spite of sporadic reversals of course, individual decisions passed down in 
antitrust and public utility cases prior to 1930 sprang from a common economic 
philosophy and could be reconciled with advances made on the legislative front. 
Certain precepts that were fundamental to the survival of an economic system 
which had as its mainspring a free market allocation of resources could be traced 
through court decisions and state and federal legislation: (1) The broad segment 
of the economy in which the power of individual firms was held in check by the 
dynamic forces of rivalry was to be left alone. (2) Where certain firms, either 
through the process of licensing or because of their strategic location in the 
market, were placed in a position to exploit the public, the arbitrary use of such 
power was to be subject to review by a public regulatory body, e.g., the tradi- 
tional public utilities. (3) Firms which acquired a high degree of market control 
through acts which indicated an intent to monopolize or restrain trade were to 
be judged as operating against the public welfare and ordered to desist (Na- 
tional Cash Register and St. Louis Terminal companies), to dissolve (American 
Tobacco, Northern Securities, Standard Oil, Union Pacific, Southern Pacific, 
Reading Anthracite Coal, Lehigh Valley Railroad Co., and others), or were 
proceeded against on criminal charges and fined. (4) The environmental boun- 
daries within which industry must confine itself were gradually narrowed as state 
and federal legislatures outlawed certain anti-social conditions and practices such 
as long hours of work for women, the exploitation of child labor, and unsafe and 
unhealthy working conditions. Although loosely knit, negativistic in approach, 
and cloaked in such abstractions as “reasonableness,” “predatory,” etc., public 
policy toward monopoly was cohesive at least in the sense that all markets were 
judged by a common norm of behavior. The ideal was pure competition but the 
practical norm was effective rivalry. Where this condition was not fulfilled, dis- 
solution or regulation was frequently prescribed. 

Against the background of the thirties, some of the recent antitrust decisions, 
particularly the Tobacco decision, bring into sharp relief the conflict between the 
economic stabilization and the resource allocation objectives of a public policy 
presumably directed against monopoly per se. According to Professor Nicholls, 
“There was plentiful and undisputed evidence that the three defendant domi- 


elimination of one form of competition. The power to fix prices, whether reasonably exer- 
cised or not, involves power to control the market and to fix arbitrary and unreasonable 
prices. The reasonable price fixed today may through economic and business changes become 
the unreasonable price of tomorrow.” Ibid., at 397. 

23 United States v. Socony-Vacuum Oil Company, 310 U. 8. 150-267 (1940). The court fur- 
ther reaffirmed the Trenton Poiteries ruling in its Socony-Vacuum decision. In order to make 
its position quite clear the court stated, ‘‘Thus for over forty years this Court had consis- 
tently and without deviation adhered to the principle that pricefixing agreements are un- 
lawful per se under the Sherman Act and that no showing of so-called competitive abuses or 
evils which those agreements were designed to eliminate or alleviate may be interposed as 
a defense.”’ Ibid., at 218. 

For earlier rulings against price fixing see United States v. Trans-Missouri Freight As- 
sociation, 166 U. S. 290 (1897); Addyston Pipe and Steel Company v. United States, 175 U.S. 
211 (1899); and Swift & Company v. United States, 196 U. S. 375 (1905). 
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nant firms had behaved identically. . . . Nevertheless, the Tobacco case was prob- 
ably unique in that there was not one whit of evidence that a common plan had 
ever been contemplated or proposed.’ Confronted with this lack of evidence, 
the court inferred conspiracy from actions that result from rational oligopoly 
behavior and ruled that reasonable behavior under oligopolistic market condi- 
tions constituted an unreasonable restraint of trade. Had this been a civil instead 
of a criminal case, the dilemma of appropriate remedial action would then have 
been real rather than speculative. 

The Tobacco decision is probably of little significance in itself. Since the court 
was not called upon to prescribe a remedy and since the fines were nominal, such 
changes in price behavior as has subsequently developed in the tobacco industry 
are probably attributable to the tactical merits of the case. What is important, 
however, is that the decision to include rational oligopolistic behavior among the 
conspiracies to monopolize conflicts sharply with the creation of privately and 
publicly controlled markets that has proceeded at such a rapid pace since 1934 
under governmental tutelage. The implication of the Tobacco decision is that a 
single producer in an industry composed of a small number of firms is henceforth 
to behave as though his own actions have no effect upon the decisions of his 
rivals; yet, the Supreme Court, in effect, condemned this sort of behavior in the 
Nebbia case and permitted the dairymen’s associations, under the guise of the 
“affected with a public interest” doctrine, to commit overtly the same acts 
which the big three cigarette producers were accused of committing tacitly. 
And, although a single individual may legally fix the wage at which miners will 
mine coal, price similarities which result from a long-run profit maximization 
policy on the part of each firm in an industry operates against the public welfare. 

Hence, it is difficult to escape the conclusion that over the past decade and 
one-half the government, through court decisions and legislation, has employed 
at least two norms of market behavior in framing public policy. One calls for 
cartelization and the positive creation of local and national monopolies to protect 
asset values and earning power; another, limited almost exclusively to manufac- 
turing, calls for the maintenance of atomistic competition.”* In so applying two 
standards the government has probably destroyed infinitely more competition 
than it can possibly hope to create. But, what is more important, these conflict- 
ing standards of economic performance have and probably will continue to pre- 
sent insuperable obstacles to the prescription of remedial measures sought by 
the Antitrust Division through the courts. Even in an age where syndicalism has 
become the economic modus operandi, the court, as a group of jurists, may, 
through a technical application of the antitrust laws, find that elements of monop- 
oly exist in particular industries. However, the court, as a tribunal cognizant 


24W.H. Nicholls, op. cit., p. 285. 

25 Some insignificant price differentials among the big three cigarette producers have 
appeared since the decision was rendered. 

26 Tt is unlikely that anything short of a fairly large number of independent firms would 
completely eliminate pricing practices similar to those which prevailed in the cigarette 
industry if it can be assumed that each producer will demonstrate a degree of intelligence 
compatible with the preservation of his long-run interests. 
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of the economic consequences of its decisions, is not likely to remain for long 
immune to a prevailing social philosophy. In the search for appropriate remedies, 
the court would have failed to accept the logic of its own position if it did not 
view the economic performance of an industry against its broad economic setting. 
Hence, the court is more likely to apply standards of economic performance com- 
patible with the prevailing public policy toward markets than to harken back to 
the standards of 1890. Thus, unless the government continues to view the manu- 
facturing sector of the economy as a special case—to be subjected to its own 
special rules of behavior—remedies for rational oligopolistic behavior can hardly 
be expected to emanate from the courts. Indeed, to prescribe such remedies 
would run counter to most of the broad principles of public policy which have 
been developed since 1934. If collusive action is to be the recommended cure for 
highly competitive markets, it is improbable that atomization can be prescribed 
as the cure for oligopolistic markets where, presumably, rational behavior has 
already attained a price and output pattern consistent with those created or en- 
couraged by governmental authorities. 

Should the court continue to apply the standards of economic performance 
envisaged by the antitrust laws at the prosecution stage but feel disposed to take 
cognizance of changes which have occurred in economic policy since 1934 when 
it comes to grips with remedial recommendations, the Antitrust Division may 
win some decidedly ‘‘phantom”’ victories in the future. Cases which serve as 
precedents in antitrust prosecution may indeed lead to a verdict of guilty of 
monopoly in the trial of certain oligopolistic practices, but prevailing economic 
policy would dictate that few if any remedies be prescribed. There is considerable 
evidence to be gleaned from recent antitrust cases that some ‘‘phantom”’ vic- 
tories have already been won. In the National Lead case” the Antitrust Division 
successfully proved to the Court the existence of monopoly by Sherman Act 
standards but the requested dissolution of the two large titanium producers was 
denied. The flat glass producers were indicted for monopoly but there is little 
evidence that any remedy will be prescribed to make the glass producing in- 
dustry any less oligopolistic.2* The Antitrust Division won its case against the 
Aluminum Company of America in 1940; nevertheless, the government recently 
sold one of its largest wartime constructed alumina plants to Alcoa. Rational 
oligopolistic behavior among steel producers has long been evident, yet the 


27 United States v. National Lead Company et al, 332 U. 8. 319-369 (1947). The government 
alleged in its complaint that National Lead and DuPont monopolized and restrained trade 
in the titanium market through patent pools, market allocation, and participation in an 
international cartel. The court held that certain agreements between the defendants were 
illegal and ordered them to grant applicants a non-exclusive license under certain patents 
at a uniform and reasonable royalty. The request by the government that National Lead 
and DuPont each be required to divest themselves of one of their two principal titanium 
plants was denied. ‘‘It is not for the courts to realign and redirect effective and lawful 
competition where it already exists and needs only to be released from restraints that vio- 
late the antitrust laws.” Ibid., at 351. 

28 A consent decree has just been worked out between the flat glass producers and the 
Department of Justice. The details of the decree have not yet been made public. 
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government did not hesitate to sell U. 8. Steel its wartime constructed Geneva 
steel plant in 1946. Moreover, U. 8. Steel, through its subsidiary, the Columbia 
Steel Company, acquired the assets of the Consolidated Steel Corporation, the 
largest steel fabricator on the West Coast, in February 1947. When the Antitrust 
Division sought to enjoin U. 8. Steel from consummating the purchase the Dis- 
trict Court and the Supreme Court denied the injunction.?® Even in the Tobacco 
case, where rational oligopolistic behavior was identified with collusive action, 
no remedy other than that implicit in the decision itself can be easily visualized, 
i.e., cigarette pricing practices cannot be the same as those which would exist 
under price collusion. 

In conclusion, therefore, it would seem that the Supreme Court faces a real 
dilemma in prescribing remedies for oligopoly markets. The only apparent rem- 
edies for oligopolistic rationality are (1) atomization to the extent that no single 
producer would consider the indirect effects of his pricing policy; or (2) govern- 
ment regulation of oligopoly markets. To prescribe (1) would run counter to most 
principles of public policy toward markets developed since 1934. To prescribe 
(2) would be tantamount to removing the remaining vestiges of a competitive 
society. For, since the traditionally competitive markets have been syndicated 
by government action, most free markets contain some element of oligopoly. 
Hence, the decision to include oligopolistic rationality among monopoly prac- 
tices envisages a norm of economic behavior of a far higher order of competition 
than is consistent with the public policy to be inferred from governmental action 
over the past one and half decades. This does not necessarily mean that the Anti- 
trust Division’s efforts to prosecute rational oligopolistic behavior are a wasteful 
expenditure of their resources. As a tactical weapon, if judiciously employed, 
the threat of prosecution might easily eliminate some of the more insidious 
market practices at birth. Rationality is not insensitive to social and legal en- 
vironment. Large producers of commodities and services have given evidence 
of increased awareness of public sentiment in the postwar era. It is highly probable 
that they, in their efforts to escape the stigma of antitrust prosecution, will avoid 
many of the monopoly practices upon; which society frowns. 

It is to be reiterated, however, that few if any positive remedies for oligo- 
polistic rationality can be expected to emanate from the courts. Atomization 
harkens back to a competitive standard applied to but few areas of the economy 
since 1934. Since all branches of the government have participated in limiting 
its applicability, the courts can hardly feel called upon to recommend atomistic 
competition as a cure. To do so the justices would be guilty of arbitrarily alter- 
nating between wearing their black robes of death and their white robes of mercy 

29 United States v. Columbia Steel Company et al, 334 U. S. 495-540 (1948). The company 
contended that Consolidated Steel was acquired to insure the Geneva rolled steel plant a 
market for its output. The court held that the proposed acquisition did not appear to be an 
attempt to monopolize the production and sale of fabricated steel products on the West 
Coast. In denying the injunction the court held, moreover, that vertical integration was 
not illegal per se, its illegality was to be determined by the nature of the market to be served, 


the leverage on the market which the particular integration created, and the purpose or 
ntent for which the combination was conceived. 
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while deciding upon similar economic issues. On the other hand, the history of 
public utility regulation offers little reason to be optimistic concerning the out- 
come of public regulation of oligopolies. Since the Supreme Court, in keeping 
with “the social philosophy of the times,’”’ has demonstrated far less reluctance 
to approve regulation than dissolution, and since the Antitrust Division, in keep- 
ing with its avowed purpose of maintaining free competion, is more likely to seek 
the latter than the former as a remedy, the future holds prospects for little more 
than occasional light skirmishes against monopoly until all branches of the 
federal government can reach an agreement upon what the fundamental prin- 
ciples of public policy toward monopoly should be. 
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SOME EFFECTS OF RENT CONTROL 


WILLIAM D. GRAMPP 
University of Illinois in Chicago 

It is now more than seven years that rents have been controlled; the eighty- 
_ first Congress continued general control to the end of June, 1950. Continuation 
beyond this date is uncertain as this is being written (October, 1949). It is the 
purpose of this paper to examine the effects of this effort on: (a) the distribution 
of housing space; (b) the distribution of income; (c) investment in housing; and 
(d) to appraise the probable effect of the removal of control on these three magni- 
tudes and on the level of rents. The argument rests mainly on theoretical con- 
siderations, but empirical evidence is introduced at a number of points. 

The theoretical analysis of rent control rests on some principles which are 
quite elementary, indeed distressingly so. They are so obvious that one would 
feel the greatest reluctance to repeat them on the pages of a professional journal 
were it not that a great public policy has been erected upon either ignorance or 
a repudiation of them. If we were to ask a competent sophomore what would 
happen if consumers’ real income increased some 60 per cent while the price of 
a service of more than zero income elasticity were held constant, we should be 
justified in expecting him to answer that the quantity demanded of the service 
would become greater than the quantity supplied and the market would be in 
disequilibrium. And the sophomore who met our expectations would thereby have 
uncovered the central element in the housing problem, about which so much 
has been written and spoken and over which many families have experienced 
great annoyance and no little hardship. 

If our sophomore were something more than competent, if he had a touch 
of affection for the subject, he would go on to express a doubt that much new 
investment would be attracted to the production of the service in question, that, 
instead, investment would look for richer pastures in those areas of the economy 
where maximum prices were not fixed. He might then, warming to the problem 
(and perhaps seeing an A shimmering before him), go on to say that buyers 
would engage in a scramble for the service fixed in price with the distribution 
of it becoming a very haphazard affair. In all this, he would be most correct. 
But if it then were asked of him whether the theoretical observations applied 
when rental housing was the service in question, he would, like most members 
of the human community, draw himself up sharp before the heartlessness of 
applying the elements of supply and demand analysis to so tender a thing as 
home and hearth. He would revert to phrases about, “Housing is a necessity” 
... “Rents in a free market would be exorbitant”... “People would have no 
place to live”... ‘Landlords would make enormous profits out of the poor.” 
He might so recoil at the thought of free rents that he would go to the library 
and there discover that the removal of rent control would be inflationary, that 
it would lead to strikes, that it would reduce the purchases of durable consumer 
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goods and hence lead to unemployment. But for all of his instinctive (and com- 
mendable) sympathies, his original remarks still would be correct. 

Between 1939 and 1948, the disposable income of individuals increased from 
$70.2 billion to $190.8 billion, or 172 per cent. During the same period the rent 
index of the Bureau of Labor Statistics increased 12 per cent. The result was, 
first, an absorption of vacant rental space, then a quick gobbling up of such new 
space as became available at approximately the same rent as old space, and 
finally a general pressure of the aggregate demand for housing against a rigid 
level of rents. While rents increased about 12 per cent, the index of all consumer 
prices rose about 68 per cent.'! This meant that rental housing became relatively 
cheaper, and an additional force was exerted to push the demand for housing 
to the right. The increase in incomes itself moved the demand in this direction, 
and the movement was the greater because rents were fixed while the prices of 
competing goods and services were not. Finally, the higher income and employ- 
ment level and the relative decrease in rents was accompanied by an increase 
in the birth rate and in the size and number of families. 

The sum of these changes has brought a great increase in the demand for 
rental housing without a commensurate increase in the supply. Since the price 
has been held constazt, a condition of disequilibrium has been created and has 
persisted. The shortage is, of course, another way of expressing the fact of dis- 
equilibrium, and the various estimates of the amount of the shortage mean, if» 
anything, the difference between the amount of space demanded at current rents 
and the amount supplied. And the statement of the Administration that rents 
must be controlled until the shortage disappears means that they must be con- 
trolled forever—on the likely assumptions that incomes will never fall to their 
1939 levels and subsidies on a grand scale will not be undertaken.? To appraise 
the problem by other standards is to take it out of economics. It may be desirable 
to do this; those who think so should justify their view in more detail than they 
yet have done and should propose appropriate changes elsewhere in the economy. 
Until that is done, we must get on as best we can with an economic analysis of 
the problem. 

I 


On the demand side of the market, rent control presents two problems: How 
does the quantity demanded of rental space change when its price falls relative 
to the prices of other consumer goods and services; and how does the quantity 
demanded change when there is an increase in the real income of consumers? 
These matters can be examined either with reference to price and income elastic- 
ity or with reference to the indifference functions of rental space and competing 
goods and services. 

In the repeated efforts to impress the consumer with the value of budgeting, 
one point seems to have left more of a mark than others. Many, perhaps most, 


1 See Tables I and IV. 

2 “The present housing shortage makes it necessary to continue rent control for at least 
two years, and to strengthen its enforcement. I recommend that this be done.’’ President 
Truman, Jan. 7, 1949, reprinted in The Economic Reports of the President, I, xxvii. 
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families seem to believe that a fixed percentage of their income should be spent 
on housing. To the extent this belief is practised, the price elasticity of demand 
is unitary. Twenty-five per cent is the proportion usually cited as the desirable 
one. Although there is considerable dispersion in the percentage between income 
levels, it seems to be fairly uniform at each level, particularly at those where the 
greatest amount of housing expenditure is made. This spending is not only on 
rent but on fuel (where it is not a part of rent costs), utilities, household furnish- 
ings and equipment. The last two items (which strictly regarded are capital ex- 
penditure) comprise at least half of the total outlay on housing, which means 
that rents, whether paid over to a landlord or imputed on owner-occupied build- 
ings, comprise only one element in the amount budgeted for housing.? 

Table I shows for the period from 1929 to 1948 disposable income, consump- 
tion, money expenditure on space rents (rent paid over to a landlord), and the 
ratio of rent expenditure to disposabie income and consumption. Disposable in- 
stead of personal income has been used, because it is out of this sum that all 
spending and saving comes. Although housing expenditure may be budgeted out 
of total personal income, actual expenditure obviously is made out of disposable _ 
income. It is disposable income which provides the most reliable basis for esti- 
mating relative rent expenditures because of the increase in personal income tax 
rates and the lowering of the exemption level during the period under study; 
moreover, disposable income is more relevant to the problem of how expenditure 
would change if rent controls were removed. 

In 9 of the 13 years before rent control, the ratio of space rent to disposable 
income was from 5 to 6 per cent. From 1931 to 1933, it was above 6 per cent, 
and the comparatively high values may reflect the fixed nature of many rental 
contracts (or merely consumer inertia). After 1940, the ratio fell continually, 
and in 1948, the last year for which data are available, it was 2.7 per cent. 

The relationship between rent and consumption is introduced because it may 
be felt that expenditure on any single commodity or service group is more ap- 
propriately considered an element of total consumption expenditure than of dis- 
posable income. The ratio of rent expenditure to total consumption expenditure 
reveals the same counter-cyclical tendency as the ratio of rent to disposable 
income, although the amplitude of fluctuation is less. As changes in consumption 
are usually less than changes in income, the ratio of any given amount to con- 
sumption will change less than the ratio of the same amount to income. The 
rent-consumption ratio was greater than the rent-income ratio in all years except 
1931 and 1932, the latter being a year in which consumption was greater than 

3 See the data on consumer expenditure in The Survey of Current Business, July 1947, 
and July 1948 (National Income Supplements). 

Total expenditure on housing varied between 23 and 33 per cent of disposable income in 
the years 1929 to 1941, and was less than 30 per cent in 11 of the 13 years. The percentage 
was between 17 and 21 per cent between 1942 and 1947. 

In 1947, 12 per cent of income was spent on rent, according to the ‘‘1948 Survey of Con- 
sumer Finances’”’ made under the direction of the Federal Reserve Board and reported by 


Clarke L. Fauver, Federal Reserve Bulletin, Sept. 1948, pp. 1058-65. As income was not 
otherwise defined, presumably personal income was used. 
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income and savings were negative. Savings were negative in 1933 also, but the 
consumption ratio was less than the income ratio because of the sharp decline 
in rental expenditure following upon an almost equal decline in rents. 

The rise in money income in the years 1942 to 1944 reduced the consumption 
ratio less than it reduced the income ratio because of the increase in savings. 
However, after 1944, the fall in the consumption ratio was less than the fall in 
the income ratio, because of the decrease in savings relative to disposable in- 
come. This is consistent with the contention introduced below that a part of the 


TABLE I 
Income, Consumption, and Rent Expenditure 
(1) (2) (3) (5) 
DISPOSABLE RENT RENT EXPENDITURE 
(omiions) | “Gp | 4S PERCENTAGE, 

1929 $82.5 $78.6 $4.4 5.3 5.6 
1930 73.7 70.8 4.3 5.8 6.1 
1931 63.0 61.2 4.1 6.5 6.7 
1932 47.8 49.2 3.7 7.7 7.5 
1933 45.2 46.3 3.2 ce 6.9 
1934 51.6 51.9 3.1 6.0 6.0 
1935 58.0 56.2 3.1 5.3 5.5 
1936 66.1 62.5 3.3 5.0 5.3 
1937 71.1 67.1 3.6 5.1 5.4 
1938 65.2 64.5 3.8 5.8 5.9 
1939 70.2 67.5 3.9 5.6 5.8 
1940 75.7 72.1 4.0 5.3 5.5 
1941 92.0 82.3 4.3 4.7 5.2 
1942 116.2 90.8 4.5 3.9 5.0 
1943 131.6 101.6 4.6 3.5 4.5 
1944 146.0 110.4 4.6 3.2 4.2 
1945 150.7 121.7 4.5 3.0 3.7 
1946 158.4 143.7 4.6 2.9 3.2 
1947 173.6 164.8 4.9 2.8 3.0 
1948 190.8 178.8 5.1 2.7 2.9 


Sources: Cols. (1)-(3), The Survey of Current Business, July 1947, July 1949 (National 
Income Supplements). 


reduction in rent costs was used to bid up consumer prices as well as to increase 
total consumption expenditure. 

Although the consumption ratio has moved differently from the income ratio, 
the difference is not an important one for the purposes of this paper, as the pre- 
ceding remarks indicate. The differential rates of change reveal more about 
changes in saving than about changes in rent expenditure. 

Assuming the price elasticity of demand for rental housing to be unitary, it 
follows that a given (small) percentage decrease in the price of housing services 
will produce an equal percentage increase in the quantity demanded, and total 
expenditure will remain constant, so long as other prices rise in such a way that 
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the real income of tenants is constant. From this it can be deduced that if money 
income and all consumer prices except rent increase, approximately the same 
effect will follow—an increase in the amount of rental space demanded. The 
effect is not precisely the same, because the notion of price elasticity assumes 
absolutely constant real income and unchanging tastes; an increase in money 
income and consumer prices other than rent may alter real income and tastes. 
In order to determine the precise effect on the quantity demanded of housing, it 
would be necessary to set up a complicated statistical relationship of a kind 
which is not, however, essential to the argument here. All it is wished to assert 
is that it is highly probable that between the years 1942 and 1947, while dis- 
posable income and consumer prices other than rent rose considerably, con- 
sumers on the whole attempted to increase their rent expenditure by demanding a 
larger quantity of rental space. 

The income elasticity of demand for housing—as deduced from expenditure 
figures—is less than unity for most income levels but is far above zero. Although 
it can be shown mathematically that if price elasticity of demand is unitary, 
income elasticity also is unitary, the formal relationship holds only for small 
changes in real income. Studies of outlay on housing and on rent as a part of 
housing expenditure denote that as income increases, relative expenditure dimin- 
ishes at most income levels.‘ This is true for changes in individual real income 
within a constant total and for an increase in the total. Such an aggregate in- 
crease in real income has occurred since 1942. As rents have not risen in the same 
proportion, the increase in expenditure, or the attempted increase, has produced 
an increase in the amount of space demanded. 

The foregoing analysis can be expressed in relation to indifference functions as 
well as to elasticities. The relative decline in rents has produced an increase in 
the amount of rental space demanded, an increase greater than the increase in 
the amount demanded of other consumer goods and services. There has been, in 
other words, a substitution effect. The increase in real income also has produced 
an increase in the amount of space demanded. Put another way, the relative 
decline in rents and the absolute rise in real income have produced, respectively, 
a change in the slope of the price line relating the cost of rental housing to other 
goods and services and a movement to the right of the price line. Either of these 
changes is sufficient to create an increase in the quantity demanded of rental 
space; together, the increase has been all the greater. The analysis can be carried 
forward a bit. Since rental space has no perfect substitutes, the change in the 
slope of the price line and its movement rightward have not brought the renter 


4 See Fauver, op. cit. In 1947, families with an income of less than $2000 spent 21 per cent 
of their income on rent; those with incomes between $2000 and $4000 spent 13 per cent; 
and those with incomes greater than $5000 spent 9 per cent. 

These figures are affected by the disequilibrium in the rental market, but they are con- 
sistent with those which obtained before the war. Housing-income ratios computed from 
the data of the survey of consumer expenditure in 1935-36 denote an inverse relationship 
prevailed then. Although the ratio of housing expenditure to income is not the same as the 
ratio of rent to income, the two ratios move in the same direction in an uncontrolled market. 
See data on consumer expenditure in 1935-36 in The Statistical Abstract of the U. S., 1940. 
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on to as high an indifference curve as would prevail in a free market. The differ- 
ence between the amount of space which the tenant would purchase at prevailing 
rents and the amount which is available for use is one measure of the disequi- 
librium. 

These remarks about the demand for rental housing (like any such analytical 
remarks) must necessarily be qualified according to the special circumstances ob- 
taining in the market. It first must be observed that the demand function may 
have been changed by the fact of rent control, a point of some importance and 
one examined below. Secondly, the full force of the substitution and income 
effects has been softened somewhat by the existence of uncontrolled areas in the 
housing market (another matter which is considered below). Finally, the idea of 
a quantity of housing is a tenuous one, having little to recommend it other than 
convenience. The difficulty does not arise because the utility functions among 
individuals are incomparable. This certainly is true, for one man’s dungeon may 
be another’s castle. But the discreteness of taste is not unique to the consump- 
tion of housing. The real difficulty arises from the great variations in the quality 
of housing, and even if we could compare the tastes of individuals we should be 
unable to appraise their probable reaction to a change in the price of housing 
or in real income. What heretofore is called (for simplicity) a change in the 
quantity demanded of housing may in fact be a change in the quality of housing 
demanded. A tenant may desire more space of the same quality, or he may want . 
more space of a higher quality. An increase in the demand for housing can produce 
any combination of these except both less space and less quality. The quality of 
housing is dependent on a number of factors which are more or less related to 
maintenance, services, age, and location but in such a variety of ways as to make 
any statement about them a most complex undertaking. This means that dis- 
equilibrium can obtain in the housing market even though the amount of physi- 
cal space (measured say in cubic feet, as builders do) is increasing at the same 
rate as potential rent expenditure. 

On the supply side of the rental housing market, the factor most often em- 
phasized is the relatively low elasticity. This is the result of the relatively large 
fixed costs in housing. But though the relatively low elasticity of supply is 
indisputable and makes for a sharp rise in rents upon an increase in demand, 
the matter should not be allowed to rest there. It is to be observed, first, that 
elasticity is not zero, even in the briefest period of time. An increase in rents 
will bring to the market certain units which were withheld at the lower rent level. 
Second, an increase in rents will induce both tenants and owners to offer a portion 
of their space for rent—spare rooms, for example—because the real (or alterna- 
tive) cost of such space rises with an increase in rents. Third, and most important, 
an increase in rents following upon a rise in real demand may bring about a 
redistribution of space. If the increase should move rents from one equilibrium 
position to another, the redistribution will have no pronounced effect on the 
economic utilization of space, by which is meant a distribution of space among 
families such that any increase (or decrease) in rents per room would cause an 
increase (or decrease) in the number of persons per room and the creation (or 
absorption) of vacant space. 
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But if prior to the increase in rents there should have been disequilibrium 
because of artificially low rents, the effect on the distribution of space will be 
quite different. We may suppose that the increase in the demand for space was 
the product of rising real incomes and that the disequilibrium resulted from sup- 
pressing the rise in demand through rent but no other price control. If rents then 
were freed they would increase relative to other consumer prices. During the 
period of arbitrarily low rents, some families in the community occupied more 
space than they otherwise would, i.e., the ratio of the number of persons in the 
family to the number of rooms it occupied was lower than it would be in a free 
market. The rise in rents then would force such families into smaller quarters 
with possibly no change in their rental expenditure. Others in the community 
who had been living in crowded quarters, spending less on rent than they were 
willing, would move into larger units. This of course would require an increase 
in expenditure on rent by some families. Rental expenditure would increase 
among those families whose income has risen more than the average room rental 
for the kind of space they desired. 


Ir 


A maldistribution of housing space seems, indeed, to be just what rent control 
has produced. On purely a priori grounds, this is what one would expect. As real 
incomes increased over the past 7 years, individuals became willing to spend a 
larger amount on housing. Since the price of housing was held constant, the 
greater willingness to spend expressed itself in a larger demand. In the first years 
of control, this produced a rapid absorption of vacant space and of any new 
space coming onto the market at comparable rents. But while the war lasted, 
the full effects of disequilibrium were not apparent. There were a number of © 
reasons for this, the principal one being the unsettled family conditions of the 
period and a reduction in the number of families seeking separate units. Once the 
war ended, and normal family relationships were restored, the disequilibrium 
became unmistakable. In addition to the larger number of families now looking 
for separate dwelling units, there was, upon the end of the war, a continuation 
of the rise in real income. 

The full effect of the pressure of demand upon rigid rents was partially dimin- 
ished by the removal of price controls on owner-occupied units, by the opening 
of limited free market rental areas, and by evasion of the rent control law; while 
outside the housing market, the removal of price controls absorbed some of the 
dollars that otherwise would seek rental space. The freeing of prices in some 
areas of the housing market probably produced a more economic use of space 
in those areas. But this effect has been somewhat offset by the way in which 
free rent areas have developed. In many instances, landlords were given per- 
mission to remodel apartment buildings and to rent the new units for whatever 
the market would bring, if they could demonstrate that the remodeling would 
increase the number of rental units. As the new average room rental was usually 
much above the old, the former tenants were often forced to look for other 
quarters and so add to the demand for old space while the new tenants who could 
afford the very high room rents were in most cases those who could afford to 
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own their residences. That is, the opening of free rent markets favored those 
families who were most able to take care of their needs by ownership while it 
worked to the disadvantage of those who customarily rent. (Had the former 
group occupied its own units, the high ratio of vacancies among owner-occupied 
units would have been reduced and a better distribution of space established 
between such units and rental-dwellings.) This has not been true of all free rent 
areas—not, for example, of units from which control was removed because 
throughout the period of control they had been occupied by owners—but it has 
been characteristic of remodeled units and of much new rental construction. 

Among those units which have remained under control, there has been an 
important redistribution of space as that is measured by the number of persons 
in a family and the number of rooms it occupies. The number of persons per room 
has decreased, that is, the amount of space occupied by most families is now 
larger. This is shown in Table II. In 1940, in 31.5 per cent of all of the families 
in the United States, the number of persons per room was one-half or less; which 
is to say that in this group there were 2 or more rooms per person. At the other 
end of the scale, there were 9 per cent of the families and here the number of 
persons per room was 1.51 or more (or two-thirds of a room or less per person). 
The housing census of the Bureau of the Census taken in 1947 stated that the 
families in which there were 2 or more rooms per person now comprised 35 per 
cent of the total, or about 11 per cent more than in 1940, while the number of . 
families in which there was two-thirds of a room or less per person declined to 
6.1 per cent, or about one-third. (In the 1947 census, there unfortunately was 
no division of the frequencies into class intervals as detailed as those used in 
1940.) Another comparison is possible from the data gathered in these 2 years. 
It shows an increase in the median number of rooms per dwelling unit in 1947, 
as compared to 1940, and a decrease in the median number of persons per dwelling 
unit. In 1940, the median number of rooms was 4.73, and in 1947 it was 4.80, 
while the median number of persons per dwelling unit was 3.31 in 1940 and 3.10 
in 1947.5 

The median occupancy values for the 2 years can be read from the table. In 
1940, the number of persons per room was .82, or 1.22 rooms per person; and in 
1947, the number of persons per room was .76, or 1.31 rooms per person. The 
table should be a sufficient demonstration that the disequilibrium in the rental 
market is not the result of a reduction in physical space (as it is, for example, in 
many parts of Europe), and that the problem is an economic one: an excess of 
quantity, or quality, demanded over the amount supplied at the fixed price.® 


5 Statistical Abstract of the United States, 1940, and Current Population Report, Series 
P-70, Nos. 1 and 2, Bureau of the Census, Department of Commerce. 

6 Even the reduction in physical space, as in Britain, may not be warrant enough for 
rent control. See J. A. Meade, Planning and the Price Mechanism: The Liberal-Socialist 
Solution. 

“One particular price, namely, the rents charged for dwellings is wildly out of line. Rents 
are practically unchanged from prewar, although the general cost of living is up some 60 
per cent and dwelling space is particularly scarce. A rise in rents could not be expected 
to have any immediate effect in present conditions upon the supply of houses; but it might 
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The data do not, of course, lie well with the repeated public statements about a 
“housing shortage.’ If the paradox indicates anything, it is that economists are 
usually not the authors of statements which condition public opinion. 

The same housing census stated that the number of all dwelling units increased 
from 37,325,500 in 1940 to 41,747,000 in 1947, and the number of such units 
occupied increased from 34,854,500 to 39,016,000 in the same period, the per- 
centage increases being 11.84 and 11.94 respectively. There is no way of ascertain- 
ing the change in the number of families in the market for housing, because the 
Bureau of the Census defines a family as all persons living in one dwelling. The 
Bureau has, indeed, changed the designation from “family” to “household.” The 
increase in the number of households was 11.55 per cent, and its discrepancy 
with the change in occupied dwelling units must be a small statistical error of 
some kind. The increase in the total population between 1940 and 1947 was 
11.80 per cent. In the absence of any data on the change in the number of fami- 
lies, this must be used, as imperfect as it is. The data on the increase in the 


TABLE II 
Occupancy of Housing Space 
PERCENTAGE OF ALL FAMILIES 
PERSONS PER ROOM 5 
1940 1947 
Less than .50 31.5 34.9 
.51- .75 23.4 
-76-1.00 24.9 58.9 
1.01-1.50 11.3 
1.51-2.00 5.7 6.1 
More than 2.00 3.3 , 


Sources: Statistical Abstract of the U. S., 1940, and Current Population Report, Series 
P-70, Nos. 1 and 2, Department of Commerce. 


amount of space occupied by each person and on the change in the number of 
units and the size of the population—which latter changes were almost equal— 
indicates that each family is occupying more space than it did in 1940. Although 
it is highly likely that the average size of the family has increased since 1940, 
this increase is in no way inconsistent with the fact that the average family is 
occupying more space than it did before the war. Had the size of the family in- 
creased more rapidly than the size of the dwelling unit, the number of persons 
per room would have increased; it has, of course, moved in just the opposite 
direction as Table II shows. 

These observations refer to all kinds of housing, both rental and owner- 
occupied and assume that an increase in the amount of space occupied by each 


have a most beneficial effect upon the demand for dwelling space. The present position is 
grossly inequitable and grossly inefficient. Those lucky occupiers who are protected by rent 
restriction obtain accomodation exceptionally cheaply and have no incentive to economize 


dwelling space by living in a smaller dwelling, letting off rooms to lodgers, etc.” Ibid., 
pp. viii-ix. 
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person is an improvement in the family’s housing. This is quite a rough measure, 
because it takes no account of the size of the rooms, the location and age of the 
dwelling, maintenance, repair, services, etc. The quality of housing may be so 
important that a family will regard itself as worse off despite an increase in the 
quantity which it is consuming. If this should be true of large numbers of fam- 
ilies, the fact means a gross misuse of resources, to be remedied either by a 
redistribution of space according to tenants’ preferences or a grand rebuilding 
and remodeling program guided by the same standard. 

Another matter is to be remembered in using the data on occupancy. It is the 
distribution of space between families which rent and those which own. Though 
no data are available on the number of persons per room in each class, it is 
probable that the ratio is lower in rental than in owner-occupied units, because 
the sharp rise in the price of the latter after 1945 forced an economic use of space 
in them. It may even be that in some areas the ratio of space occupancy in 
owner-occupied units has risen. In those sections of the country where the dis- 


TABLE III 
Monthly Rentals, 1940 and 1947 
PERCENTAGE OF ALL FAMILIES 
MONTHLY RENT 

1940 1947 

Less than $10 17.5 73 

10-19 27.8 19.8 

20-29 23.8 23.4 

30-39 15.6 22.5 

40-49 8.0 14.7 

More than 50 7.3 12.4 
Median Rent $20.09 $29.33 


Sources: See Table IT. 


equilibrium has been most acute, it has driven up the prices of owner-occupied 
units very sharply because families which otherwise would rent have been forced 
to buy. The high relative price of such housing would force such families into 
smaller quarters than owners usually would occupy. 

While rent controls altered the distribution of space, they also altered the 
functional distribution of income. Table III shows the distribution of monthly 
rentals and the median values for 1940 and 1947. The right skewness of the 
former distribution was completely eliminated during the war, and in 1947 the 
distribution was slightly skewed to the left. These figures reinforce what is sug- 
gested by Table II, that rental expenditure was increased_as a consequence of 
the greater demand for space pressing against a fixed rental level. Table IV com- 
pares the change in all consumer prices with the change in rents and in rental 
expenditure. While, according to the index, rents had increased by 1947 only 
some 10 per cent above the pre-war level, rental expenditure had increased al- 
most 40 per cent. It mm! is to be noted that the ratio of; zent to the consumer 
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price index fell from .88 in 1942, when controls were introduced, to .72 in July 
1949, which is to say that between the pre-war period and this year, the relative 
price of rental housing decreased 28 per cent and between 1942 and mid-1949 
about 20 per cent. This cheapening of rent more than compensated for the in- 
crease in rental expenditure in the sense that the proportion of such expenditure 
to disposable income has gone down 50 per cent. 

The fall in the relative price of rental housing was made possible through a 
forced reduction in the relative share of rental income in the national income (as 
landlords have informed us). This is shown in Table V, which contains total 
rental income of persons, total rental income as a percentage of national income, 
and employee compensation as a percentage ef national income. Employee com- 
pensation is included because most rent expenditure comes out of it. It must be 


TABLE IV 
Consumer Prices, Rents, and Rental Expenditure 
(1935-39 = 100) 
(1) (2) (3) 
ALL CONSUMER FRICES RENTS RENTAL EXPENDITURE 

1939 99.4 104.3 110.2 
1940 100.2 104.6 113.0 
1941 105.2 106.2 121.5 
1942 116.5 108.5 127.1 
1943 123.6 108.0 130.0 
1944 125.5 108.2 130.0 
1945 128.4 108.3 127.1 
1946 139.3 108.6 130.0 
1947 159.2 110.0 138.4 
1948 171.2 117.3 128.1 
1949 (July) 168.5 120.7 = 


Sources: Cols. (1) and (2), The Survey of Current Business, Sept. 1949; Col. (3) computed 
from data of col. (3), Table I. 


* Not available. 


observed that the figures for rental income include earnings from property on 
which rents are not fixed as well as on that on which they are. The ratio of income 
from controlled units to the national income must have fallen more than the 
ratio in column (2) of the table. The ratio began to decline in 1938 (again re- 
flecting the fixed nature of rental contracts); the decline continued until 1944, in 
which year the ratio was the same as it was in 1943. The ratio increased in 1945 
and 1946 and dropped sharply thereafter. By 1948, the share of the national 
income taken by rent was half as large as it was in 1929. Between 1942 and 1945, 
there was an increase in the relative share of employee compensation; it declined 
in 1946 and 1947, but the relative decline in the latter years was less than the 
decline in the ratio of rental income to national income. 

Rent control has affected a redistribution in the national income by subsidizing 
one group in the community at the expense of another. The amount of this 
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subsidy is the difference between what tenants would have been willing to pay 
for space and what they did pay. The determination of this amount must res} 
on an estimate of the ratio between rental expenditure and disposable income 
which would have obtained had there been no rent control. If in 1948 this ratio 
would have been the same as it was in 1941—4.7 per cent—tenants would have 
spent about $8.97 billion. Actual rent expenditure was $5.1 billion. The differ- 
ence, which was the subsidy, was $3.87 billion. 

This estimate is only an approximate one. Much turns on the value taken for 
the ratio between rent and disposable income. The movement of this ratio is 


TABLE V 
Rent and Labor Income 
(1) (2) (3) 
TOTAL RENTAL INCOME RENTAL INCOME AS EMPLOYEE COMPENSATION 
OF PERSONS PERCENTAGE OF AS PERCENTAGE OF 
(BILLIONS) NATIONAL INCOME NATIONAL INCOME 
1929 $5.81 6.6 58.1 
1930 4.79 6.4 62.0 
1931 3.62 . 67.1 
1932 2.51 6.2 73.9 
1933 2.02 5.1 
1934 2.10 4.3 70.2 
1935 2.29 4.0 65.3 
1936 2.68 4.1 66.0 
1937 3.14 4.3 64.8 
1938 3.28 4.9 66.3 
1939 3.47 4.8 65.9 
1940 3.62 4.5 63.7 
1941 4.32 4.2 61.9 
1942 5.37 3.9 62.1 
1943 6.15 3.7 64.8 
1944 6.69 3.7 66.5 
1945 6.95 3.8 67.2 
1946 6.87 3.9 65.5 
1947 7.10 3.5 63.0 
1948 7.40 3.3 62.2 


Source: The Survey of Current Business, July 1947; July 1948; Feb. 1949. 


examined in the concluding section of this paper where an estimate is made of 
rents in an uncontrolled market. Much depends as well on the accuracy of re- 
ported rent expenditures, a matter considered a few paragraphs below. Yet 
however much the figure were hemmed about, two facts would remain: rent 
expenditure in 1948 was less than it would have been in an uncontrolled market, 
and the difference constituted a subsidy paid to tenants by landlords. The 
normative aspects of the matter are examined below. 

The amount of the subsidy did not represent a net gain to tenants in the 
sense that their purchasing power was increased by the amount of the subsidy. 
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A part of this money gain was dissipated in bidding up uncontrolled consumer 
prices, and tenants found themselves in a similar, though not identical, position 
as that of unionized workers after a successful round at increasing wages. As 
Professor Slichter has said, the main beneficiaries of the increase in money wages 
have been the farmers because the added wage income has gone to bid up food 
prices. Though tenants did not gain by the full amount of the subsidy, this in 
no way reduced its burden upon landlords; indeed, to the extent that the subsidy 
created higher consumer prices, an additional burden was incurred by them. 

An accurate estimate of the subsidy would require more information than is 
available on actual rent expenditure and on the maintenance of the quality of 
rental units. One can be certain that actual rent expenditure was greater than 
that reported in the tables of expenditure statistics, and one can be certain also 
that the quality of rental units is less than it would be in an uncontrolled market. 
This sounds like an accusation of black-marketing; I am afraid it is. It is my 
feeling that this has not been as universal as it is sometimes contended, by land- 
lords who want control removed, by the Administration which wants it made 
more stringent, or by impressionable individuals who have witnessed some spec- 
tacular examples of black-marketing. But that there have been violations is quite 
plain. Although the instinct for truck and barter has had a hard time of it since 
the days of the classical economists and has come under some special drubbing 
in recent years, it is still a hardy trait, and when confronted with a controlled 
market is not at all inclined to call quits to the game. The history of rent con- 
trol, especially after the end of the war, provides abundant examples of this. 
One of the early devices to evade control was a “side payment” or “bonus” to 
the landlord (euphemisms which people practised in lawbreaking hardly bother 
to use). A concurrent method was the payment of a reward to anyone who found 
space for a family in need. Shortly thereafter, the era of furniture sales began, in 
which the furnishings of a house or apartment were purchased at a price much 
above their market value as a condition of securing a lease. In close competition 
with this device was the sale of an expensive commodity at much less than its 
market value in return for a lease; this was used widely when automobiles were 
scarce. There were instances, too, of outright barter, as when physicians or 
dentists offered free professional services for a specified period in return for a 
lease. But the technique of quite dazzling finesse is the sale of an option on a 
building containing vacant rental space. The prospective tenant buys the option, 
allows it to expire, and obtains the space. The list could be enlarged, but it is 
sufficiently long to suggest that reported rental expenditure was less than actual 
expenditure. 

The actual increase in money rents is impossible to determine for obvious 
reasons. A suggestion of the actual increase is contained in Table III where the 
median rental in 1947 is about 50 per cent above that of 1940. The index of rents 
computed by the Bureau of Labor Statistics rose about 5 per cent in the same 
period (Table IV). Even though the two measures were computed by different 
methods, this alone cannot account for their discrepancy. We should expect a 
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median to differ from an arithmetic mean in distributions which are not normal 
but hardly by 90 per cent.” 

When the probable increase in money rents is taken together with the decrease 
in the quality of rental units, the increase in actual rent expenditure becomes ail 
the more. The decrease in services, such as decorating and repairing, has either 
forced the tenant to pay for them and hence increase his money payments for 
shelter or it has decreased the actual returns for any given money expenditure 
on rent. The landlord is supposed to provide the same services as he did before 
controls were imposed and any failure to do this is in violation of the law. But 
in order that such provisions be enforced, the tenant must report violations and 
the law’s administrators must be capable and willing to institute proceedings— 
none of which conditions has prevailed in any remarkable way. 

These violations have raised actual rent costs to tenants by more than the 
rent index has increased but by less than the average of all consumer prices has 
risen. For reasons given below, an increase in rents equal to the increase in all 
consumer prices would have removed the disequilibrium in the market, something 
~ which certainly has not occurred. 

The effect of rent control on the cost of living is difficult to appraise. Even 
though some of the gain to tenants has resulted in a rise in consumer prices 
other than rent, not all of the tenant subsidy has had this effect. It is plausible 
to think that a part of it has gone into savings, and this portion has exercised 
an anti-inflationary force in the sense that consumer prices are somewhat less than 
they would be without rent control. The effect of these savings on the level of all 
prices (consumer and other) can only be conjectured. In the inflationary move- 
ment since 1945, it is probable that only a small portion of individual savings 
were hoarded (i.e., had a zero income velocity)—especially those savings made 
by the income groups from whizh the greatest part of rental expenditure comes. 
If this is true, the flow of savings into investment, under the high-level employ- 
ment conditions which have obtained, resulted in a rise in non-consumer prices. 


Til 


The effect of rent control on investment, both in the field of construction and 
outside it, must be analysed from a theoretical viewpoint. The data on changes 
in investment are not in themselves conclusive. In a theoretical view, investment 
will move away from those areas in which price is less than average total cost 
and toward those areas in which price is greater than average total cost—with 
appropriate modifications for imperfect competition: investment will decrease (or 
increase) if long-run marginal revenue is less (or greater) than long-run marginal 
cost. A great many factors other than maximum price fixing can retard invest- 
ment, but price fixing will have such an effect if the average (and marginal) cost 
functions are increasing. Moreover, investment for replacement, as distinct from 
net new investment, will diminish in the controlled area. Rent control, that is, 


7 This matter is examined in detail in the valuable article by Sherman J. Maisel, “(Have 
We Underestimated Increases in Rents and Shelter Expenditures?”’, Journal of Political 
Economy, April 1949. 
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retards investment in new housing for rental purposes and it reduces the amount 
of investment for replacement in those dwellings under control. It has not in- 
hibited investment altogether, because investors may expect the removal of rent 
control in the future and, more importantly, because rents on new buildings are 
not controlled. But because rent on old units is fixed and is much lower than rent 
on new units, the demand for new units is much smaller than it would be in an 
uncontrolled market. Moreover, the demand for new units (judging from their 
reported rentals) comes from families high in the income scale, and the units 
constructed to meet this demand are not those which alleviate the disequilibrium 
in that section of the rental market where the largest number of units is de- 
manded.*® 

It can be assumed that investment in other than rental housing has increased, 
especially in those areas in which prices have risen most. It has increased in the 
field of owner-occupied units, but much of this increase, especially in heavily 
populated areas, has not followed the pattern of tenant preferences which would 
obtain in a free market but has been determined by the disequilibrium created 
through rent control. Outside the housing industry, there has been a rise in 
investment as a consequence of rent control. When general price control was dis- 
mantled in the latter part of 1946, there was a substantial increase in inventories, 
partially the result of higher consumer prices then prevailing and partially be- 
cause of expectations of still higher prices. Because rental-housing expenditure 
was held fairly constant, tenants were able to spend more on uncontrolled com- 
modities. At this time, the output of durable consumer goods, though greater 
than a year earlier, was still smaller in relation to non-durables than it was before 
the war. We then experienced a sharp rise in the prices of (and expenditure on) 
food and other non-durables including clothing. In these areas there was con- 
siderable new investment during the period of rapidly rising prices. As the output 
of durables expanded, investment shifted but it did not move to private rental 
construction, while the amount of public residential construction was negligible. 

About the only measures available on construction which would have any 
relevance to changes throughout the economy are contained in Table VI, which 
shows gross private investment in residential building together with gross private 
domestic investment. These figures are from the national income division of the 
Department of Commence, which publishes only gross figures on investment. As 
limited as they are for the purposes of this paper, they do suggest an important 
relationship. It will be observed that in each year between 1929 and 1941, with 
the exception of 1932, the ratio of gross private residential building to total 
gross domestic investment varied between about 11 and 24 per cent. In 1948, 
investment in housing was some ten times greater than in 1945 (the last year of 
stringent control over building) but its ratio to total private domestic investment 
increased only about 100 per cent. Moreover, the decline in the relative im- 
portance of construction does not demonstrate the full effect of rent control on 
investment, because the construction figures comprise investment in owner- 
occupied as well as in rental units. Both kinds of construction increased after the 


8 See above, p. 11. 
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war, but rental construction increased less. An analysis by the Department of 
Commerce states that the number (as distinct from value) of all rental units 
started in the spring of 1948 was about 20 per cent of all dwellings started. Be- 
tween the end of the war and 1948 the percentage was considerably less, and the 
comparatively high ratio in the spring of 1948 was still only half as large as it 
was between 1920 and 1930, when about 40 per cent of all dwellings begun were 
rental units.? These data support various statements—from real estate men, 
builders, and the rent control agency—that new rental construction has lagged 
behind building for owner-occupancy. 


TABLE VI 
Investment and Construction 
(1) (2) (3) 
GROSS PRIVATE DOMESTIC NEW RESIDENTIAL CONSTRUCTION AS 
INVESTMENT CONSTRUCTION PERCENTAGE OF 
(BILLIONS) (BILLIONS) DOMESTIC INVESTMENT 
1929 $15.82 $2.80 
1930 10.21 ; 1.45 14.2 
1931 5.36 1.23 22.9 
1932 .89 51.7 
1933 1.31 .29 22.1 
1934 2.81 .36 12.8 
1935 6.15 .67 10.9 
1936 8.32 1.31 15.7 
1937 11.44 1.37 12.0 
1938 6.31 1.51 23.9 
1939 9.00 2.11 23.4 
1940 12.98 2.36 18.2 
1941 17.21 2.77 16.1 
1942 9.33 1.32 14.1 
1943 4.59 -65 14.2 
1944 6.40 54 9.7 
1945 9.20 .68 7.4 
1946 24.46 3.20 13.4 
1947 30.03 5.30 17.6 
1948 39.70 7.00 15.1 


Source: The Survey of Current Business, July 1947; July 1948; Feb. 1949. 


One final effect of rent control on the allocation of resources should be men- 
tioned. Because of disequilibrium in the rental market and inflation in home 
ownership, families and individuals were hampered in their movement from one 
area of the country to another, or, in some instances, made such a movement 
only to improve their housing conditions. There is no way of knowing how much 
income the nation lost because of immobilities or of the artificial reallocation of 
the labor force, but that there was a loss seems indisputable. It is true that the 
difficulty of finding housing has not only reduced desirable movements from job 
to job but has also reduced much casual and useless moving about. It also should 


® The Survey of Current Business, Feb. 1949. 
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be noted that mobility was somewhat assisted by employers who provided hous- 
ing for new workers. But this kind of housing investment is less economic than 
the kind which would occur in a market in equilibrium. An employer has quite 
enough to do without undertaking the function of landlord and real estate agent, 
and if he is forced into both tasks neither will be done as efficiently as it could be. 


Iv 


The analysis of rent control has been quite negative to this point, so much so 
that some readers may have been left restive if not exasperated. They may very 
well ask, Granted that rent control has produced a maldistribution of space, that 
it has subsidized one group in the economy at the expense of another, that it 
has been of no particular assistance in holding down prices, that it has reduced 
investment in housing... supposing all these things to be true, then what? 
What follows, it would seem, is that rent controls should be removed. This, 
admittedly, is not a startling conclusion. Moreover, the policy would not take us 
much in advance of the housing conditions prevailing before the war. But that 
condition was one of equilibrium—no slight value in itself—in that the amount 
of rental space demanded was not in excess of the amount supplied. It cannot 
be called a free market in the strict sense of the words, because there was, in many 
large cities, a troublesomely high ratio of vacancies to total space, and there 
were many restrictions on investment. But the removal of control is the first step 
toward improving the housing conditions of the economy, as is suggested below. 

The immediate (though not the most important) question raised by the pro- 
posal to remove control is, How much would rents increase? Any answer must be 
tentative; but it is possible to make some estimates. The matter can be looked 
at from the viewpoint of disposable income, and an estimate made of how much 
more tenants would be willing to spend on rent than they now are spending. 
Or it can be looked at from the supply side: what is the probable supply price 
of rental space? From the former viewpoint, we may assume as a beginning that 
spending on rent would be in the same proportion to disposable income after 
the removal of rent control as it was in 1941, in which year it was 4.7 per cent. 
With a disposable income of 190.8 billion (the value for 1948), rental expenditure 
would be $8.97 billion. Actual rent expenditure in 1948 was $5.1 billion. The 
difference is approximately 76 per cent—which can be taken as a tentative 
estimate of the short-run increase in rents. 

(Figures on rent expenditure after 1948 are not available as this is being 
written, and so it is impossible to estimate the potential rent expenditure of 1949. 
It may be observed, however, that in all likelihood rent expenditure now is in 
larger proportion to disposable income than it was in 1948, because (a) of legal 
increases in rents; (b) of a somewhat larger quantity of rental space; and (c) of 
more numerous evasions and violations of the law. This denotes that the short- 
run increase would be something less than 76 per cent.) 

If the accuracy of the actual income and expenditure figures are accepted, the 
validity of the estimate then turns on two assumptions: (a) the supply of housing 
is perfectly inelastic and any increase in demand will raise rents in exactly the 
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same proportion as expenditure increases; and (b) the proportion of rental ex- 
penditure to disposable income would be the same in an uncontrolled market as 
it was in 1941. 

The supply of housing is not perfectly inelastic, even over the very shori 
period; as explained above, an increase in rents will bring to the market certain 
units withheld at lower rents (or simply in opposition to rent control) and will 
induce owners and tenants to make available a certain portion of their occupied 
space (spare rooms, etc.). But the removal of control would send rents above their 
present level by a substantial amount and would most certainly make rental 
housing an attractive field for investment (assuming no untoward rise in costs 
occurred simultaneously). As new space was offered for sale, rentals on old hous- 
ing would have to fall until they were somewhat below the cost of new space, the 
difference measuring the estimate of the tenant of the value of living in an old 
as compared to a new house or apartment.!° Over the longer period, then, rents 
would be governed by the cost of new construction. Some indication of the cost 
is given in Table VII, where it is shown that the increase in building costs be- 
tween 1939 and 1949 was about 78.1 points, from an index value of 110.2 to 
188.3, or about 71 per cent. Now if building costs were not to change from the 
level of July 1949, (which is also the first six-months’ average) the long-term level 
of rents would be something less than 71 per cent above the 1939 average. Some 
increase in rents already has occurred, and the estimate would have to be ad- - 
justed for this. If we accept the Bureau of Labor Statistics rent index, which has 
increased about 16 per cent between 1939 and July 1949, we conclude with a 
long-term estimate of something under 50 per cent (47 per cent) above the level 
of mid-1949. In all probability the index underestimates the increase in actual 
rents, and therefore the long-term estimate becomes less than 47 per cent above 
the 1939 level (and the estimate of the short-term increase also becomes less). 
This may be compared with the rise in the consumer price index, in the same 
ten-year period, of about 68 per cent. 

In order that these estimates be appraised, their assumptions should be 
made clear. 

(1) It has been assumed that the ratio of rent expenditure to disposable income 
in an uncontrolled market would be about what it was in the last year before 


10 Cf. Ramsay Wood, ‘‘Housing Needs and the Housing Market,’’ in Housing, Social 
Security, and Public Works, Postwar Economic Studies, No. 6 (Washington: Board of Gov- 
ernors of the Federal Reserve System, 1946). It is Mr. Wood’s contention that a reduction 
in housing costs can have little effect on the market value of new houses, because the incre- 
ment to the total quantity supplied in any year is very small in relation to the total quan- 
tity. He believes, therefore, that a reduction in housing costs simply becomes capitalized in 
the market value of new housing. This contention raises some quite detailed considerations 
(not all of which are examined by him): the degree of competition in the housing market 
and outside it, the size of the relative increment in the quantity supplied, the geographical 
distribution of new building, the price level of housing, and the general price level, as well 
as expectations of the movement of these levels. Their examination is outside the purpose 
of this paper. It can only be said that, despite the special characteristics of the housing 
market, the text-book axiom still is true that cost of production determines price in the 
long run in those industries in which resources are transferable. 
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control was imposed. This ratio in a free market is influenced by four factors. 
(a) Its movement from 1929 to 1941 shows a counter-cyclical fluctuation, causing 
the ratio to vary inversely with disposable income. To the extent that this is 
the result of fixed rental contracts, it cannot be relevant to the removal of con- 
trols because removal would invalidate most leases. To the extent that the in- 
verse relationship indicates fluctuations in income elasticity through the course 
of the cycle, it must also be ignored, because there is no way of predicting the 
position of the cycle at the time rent controls are removed. (b) The movement of 
the ratio between 1929 and 1941 discloses a downward trend, suggesting that 
there is a long-time decrease in the relative importance of housing in the sum of 
consumer expenditures. Whatever the trend value was when control was ended 
would not, however, be of much use in this analysis, even if the value could be 


TABLE VII 

Building Costs 

(1935-39 = 100) 
1935 89.1 
1936 93.2 
1937 109.9 
1938 109.5 
1939 110.2 
1940 113.1 
1941 117.9 
1942 123.8 
1943 127.0 
1944 130.2 
1945 132.6 
1946 146.9 
1947 (July) 174.6 
1948 (July) 194.8 
1949 (July) 188.3 


Source: The Engineering News Record index of building costs as reported in The Survey 
of Current Business (passim), converted from a 1913 base to a 1935-39 base. 


computed. In all likelihood, the conditions obtaining at the time of dismantling 
control would not be like those prevailing over the trend period. But it must be 
noted that the actual value used in the computation was taken from the year 
1941 at which time the value was the lowest of the entire period before control. 
If this is believed to be still too high, the estimate for the increase in rents would 
have to be reduced. (c) The ratio of rent to income depends not only on the 
cycle and trend movements but also on the spending habits which have devel- 
oped in the war and post-war years and which may not alter rapidly if rents 
increase. Consumers may have become quite accustomed to a relatively smaller 
expenditure on rent, and the removal of control would find them less willing to 
bring their rent expenditure up to the pre-war ratio. This development would 
make the short-run increase in rents smaller than has been estimated. (d) Finally, 
there has been a change in the distribution of incomes since the beginning of the 
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war period, and the change has reduced the proportion of families at the lowest 
levels of the income scale. Such studies as have been made of rent expenditure 
among different income groups indicate that rent relative to income decreases 
as income increases." This denotes that the redistribution of incomes since 1941 
has reduced the potential ratio of rent to income. 

There seems to be no way of appraising the net effect of these four factors: 
cycle, trend, spending habits, and income distribution. They are noted here, not 
in order that a quantitative adjustment can be made for them, but so that they 
will not be overlooked. 

(2) It has been assumed that rent expenditure is more appropriately measured 
in relation to disposable income than to consumption. Though it can be argued 
strongly that budgeting out of consumption is more realistic than budgeting out 
of income, the argument does not have much force for the problem at hand. 
What we are concerned with here is the immediate effect on rental expenditure 
of the removal of control. In such circumstances, it is more reasonable to think 
that total consumption expenditure will change than that it will remain constant. 
The usefulness of the rent-consumption ratio is confined to those circumstances 
in which the propensity to save can be taken as a constant. 

(3) The estimate for the long-term increase in rents (somewhat less than 50 
per cent) is premised on building costs not rising (or falling) below the level of 
mid-1949. To appraise such an assumption would carry us into an analysis of the . 
construction industry, its possible technological changes, the practises of the 
suppliers of building materials, and of the building trades unions, the position 
taken on these matters by local, state, and federal governments, and, finally, a 
forecast of the general price level. Such an appraisal would tax the best efforts 
of a colony of “researchers” and sooth-sayers. At whatever figure they should 
estimate building costs, this figure would set the upper limit to the long-term 
level of rents. 

The rise in rents which would come of the removal of control would have an 
effect. on consumer prices and on investment in the housing industry and in other 
industries. The effect on consumer prices is inseparable from the monetary policy 
(including wage and monopoly policy) which the government follows. In order 
that the important effects be separated out, let us assume a comparatively stable 
price and income level, however unrealistic that is. The immediate effect of rent 
increases then would be some reduction in the demand and prices of durable 
consumer goods and quite probably a reduction in the savings of tenants, the 
fall in prices being greater the less was the reduction in savings. The increased 
spending of landlords would not wholly offset the decreased spending on non- 
housing items by tenants, because relative savings among the former are prob- 
ably higher than among the latter. Total savings probably would increase. The 
freeing of rents would have little effect on the demand and prices of non-durable 
goods, as these most probably have a low elasticity of substitution with housing. 
They also have a low elasticity of income, and would not be much affected by 
the reduction in the real income of tenants which would come of an increase in 


11 See above, n. 4. 


ie 
2 
Pz 
pat 
= be 
1 


SOME EFFECTS OF RENT CONTROL 445 


rents. Indeed, if one cares to follow the implications of Giffin’s paradox, there 
might be some upward pressure on the prices of such things as food and inex- 
pensive clothing (as well as pressure on the lowest grades of rental housing). 

Investment in the housing industry would increase, and there would be greater 
outlays on rental units designed for medium and low income levels, where the 
greatest portion of rental expenditure is made, and less on luxury units for rental 
and on units for sale to occupants. The decline in the demand for durables would 
produce some reduction in investment in that area. As new rental units were 
placed on the market in substantial amount, owners of old units would be re- 
quired to make outlays for repair and decoration if they had not already been 
forced to by the mere provision of choice to tenants. The increase in construction 
would exert an upward pressure on costs, especially on wages. However, it is the 
writer’s feeling that the pressure would not be much greater than it has been 
since 1945; unions have been in the strategic position of having their services 
wanted for relatively high-priced units and of bargaining with many individual 
home builders who have not had much experience in such dealings. Moreover, ina 
free rent market new construction is more apt to be undertaken with non-union 
labor than at present. The high profits to be made from building would enable 
the builders to pay higher wages but also would make them impatient with re- 
strictive practises. The final result could be a reduction in labor costs (as distinct 
from wage rates), such as occurred after the first World War. 

As newly constructed units became available in large numbers and as rents 
on old units declined to something less than rents on new units, there would be 
another change in relative consumer prices. The downward pressure on durables 
would be eased as well as any upward pressure on the price of non-durable goods. 
A new and rather stable disposition of consumer spending would be established, 
with rent taking a smaller share of income than immediately after the removal of 
control and a much larger share than at present. Rents in markets which at the 
present time are free would drop considerably, because their current high level 
is the result of the pressure created by control over most units. 

The assumptions are, obviously, most unrealistic. The last thing one dare ex- 
pect is stable prices and income. Yet the foregoing remarks are of some use, 
because they can guide the analysis under more realistic assumptions. If we are 
to expect a rather continual expansion of the money supply, with prices keeping 
far enough ahead of costs to prevent unemployment, then the removal of rent 
control would probably be inflationary in itself, giving a fillip to the general 
upward movement of prices. This would come through its effect on investment 
and the competitive bidding for resources which such investment would produce. 
Since there would be no absolute downward movement of the prices of durable 
consumer goods, but instead a slower rate of increase, the only way in which 
resources could be obtained for an expansion of building would be by offering 
higher prices for them. The long-run effect on consumption and investment of 
all kinds would be the same as it would be under the assumption of stable prices 
—a larger share of spending and resources would go to housing—but these results 
would be secured only through additional inflation. The increase in the price level 
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would be made even larger if the removal of control brought successful demands 
for higher union wages. If rent control was removed in a period of inflationary 
pressure, the amounts by which rents would increase in both the short and long 
periods would obviously be greater than the figures given above. 

If the opposite assumption is made—that prices and incomes are falling when 
control is removed—the freeing of rents by its effect on investment could retard, 
if not halt, the deflationary movement. Its power to do this would depend on 
how far the movement had been allowed to develop at the time control was 
abolished. But whatever the monetary conditions present, the removal of rent 
control would produce a relative increase in expenditure on rent and in invest- 
ment in the housing industry and a relative decrease in other investment. 

The freeing of rents would create capital gains for landlords and lower the 
real income of tenants. It could also create losses in the production and marketing 
of durable consumer goods. The net gains to landlords would of course be less 
than their gross gains because the windfall would move them into higher tax 
brackets. 

The way in which the removal of control affected prices, consumption, in- 
vestment, and the distribution of incomes would depend very much on the man- 
ner of dismantling control. A sudden removal of control, whether expected or not, 
would provoke some quite painful readjustments, the acuteness of which could 
be diminished by a gradual and announced increase in rents, say by 20 or 30 per. 
cent every four or six months, until equilibrium was restored. Although there 
would be no exact way of recognizing the moment when quantity supplied and 
demanded became equal, there would be innumerable indications, one of which 
would be a desirable ratio of vacancies to total rental space. Rental contracts 
would have to be limited to the four or six month period in which rents were held 
constant, in order to make it unprofitable for landlords to withhold space until 
control had been eliminated completely and in order to prevent tenants from 
undertaking long-term leases and thus protracting the period of disequilibrium. 

Since the establishment of rent control there has been one recurrent note ad- 
vanced in its justification. In one way or another, it has been contended that 
equity requires holding down rents because in a free market they would rise so 
high as to work great injury on the lower income groups of the economy. It is in 
order that this expression of view on rent control conclude with some notice of 
the distributive ethics of the matter. 

It must be observed at once that if rent control is desirable because it raises 
the real income of the lower income groups, then price control over other items 
is also desirable. Indeed, if a choice had to be made, it would be far greater justice 
to fix maximum prices on food (without subsidies paid by the consuming groups) 
than on rental space. And to do greatest justice, general price control should be 
reimposed—if, that is, price control is considered a practicable and desirable 
means of promoting equity (which the writer does not believe). 

If the equity of rent control is examined only in itself, it then should be noted 
that control should be extended to the fixing of maximum prices on owner- 
occupied units. For there is no good reason to think that all families who own 
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their housing are better able to afford its cost than families which rent. Moreover, 
the system of price fixing should be incorporated with a program of rationing 
space. Merely to fix the price of something at less than the market level does not 
guarantee that the people who most deserve the service or commodity will secure 
it. Price fixing without rationing deals the highest cards to those who scramble 
hardest on the market, who have the least scruples, or who have the best luck. 
The absence of rationing space has distributed the favors of rent control to such 
persons and to those who rarely move from place to place; and it has worked 
hardship on young families and on those who by necessity have had to move from 
one community to another. All this could be shown very elegantly on indifference 
curves but the refinement is unnecessary. To contend that rationing of all space 
—rental and owner-occupied—is next to impossible in a system of private prop- 
erty is to argue less against rationing than against rent control. 

Finally, if rent control is to be defended on grounds of equity it must be 
demonstrated that the gains in the real income of tenants have been greater than 
the loss in real income to landlords. Even if the marginal gains and losses were 
comparable, such a demonstration would be impossible, because (a) all tenants 
are not in the lower income groups and hence all are not entitled, by a scheme 
of distributive ethics, to the gains they have acquired, and (b) all landlords are 
not in the upper income groups and hence not all are able, by the same scheme, 
to bear the burden of control. 

It is the writer’s feeling that rent control has somewhat reduced inequality. 
However, the cost of this change, in the form of unfairness, in the curtailment of 
investment, and in the disorder created by disequilibrium has been far greater 
than the gain. If the economy genuinely wants more equity, there are any number 
of better means to this end than rent control. The removal of control and the 
establishment of a free price system would not solve the housing problem. No free 
price system ever “solves” any problem in the way a solution is regarded by most 
persons—the elimination of scarcity. A free market does, however, solve the 
problem of making the best use of limited means and of maximizing output. 

The establishment of such a market is the first step to increasing the amount 
and quality of housing and of bringing its price into a sensible relationship to 
other prices. The removal of control is the first step toward a free market in 
housing, which then should be followed by a sustained effort at removing other 
obstacles, such as restrictive practises of materials suppliers and of the building 
trades unions, as the obstructive and archaic building codes and zoning ordi- 
nances, and as obsolete methods of construction. The removal of control would in 
itself weaken some of these obstacles, but their complete elimination would re- 
quire action by federal, state, and local governments. If it were believed desirable 
to go beyond this into subsidizing construction, such a program would have the 
great advantage of proceeding in a clear field. 


RECENT DEVELOPMENTS IN THE INVESTMENT 
TRUST FIELD* 
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The managed type of investment trust is relatively new in the United States 
as compared to Europe. The first record of an investment company is the Société 
Général de Belgique, founded in Brussels in 1822.! The first one in Great Britain 
was founded in 1863.2 Great numbers of investment companies were floated in 
the British Isles in the decade of the 1880’s. The Baring failure of 1890 resulted 
in a setback to this growth but did not stop it. Two further periods of growth 
for the investment companies occurred during the periods 1904-17 and 1927-29. 
By 1935, the investment trusts in Great Britain had a capital of £300 million. 

The modern investment trust did not make its appearance in the United States 
until 1893 with the organization of the Boston Personal Property Trust.’ During 
the period 1890-1920, however, only a handful of investment trusts were founded 
in the United States. In the speculative twenties and particularly in the period 
1926-29, many new investment companies were founded. The 1929 crash wiped 
out many of the weaker ones. The principle of the investment trust, however, 
was sound and the last 20 years have witnessed a phenomenal growth for them’ 
in terms of numbers, capital, and shareholders. Today, the investment trusts 
appear to be on the wave of another great expansion. Numerous brokerage houses, 
faced with a decline in trading activity, have become salesmen for the open-end 
investment trusts.‘ 

It is well at this point to indicate clearly the distinction between the types of 
investment trusts that are going to be considered. Wissenberger defines the 
closed-end investment trust as: 


An investment company with a relatively fixed amount of capital, generally all raised 
at formation, whose securities are traded on a securities exchange or in the over-the- 
counter market, in the same way as ordinary corporate securities.§ 


The open-end company he defines as: 


An investment company the shares of which are redeemable at any time at approx- 
imate asset value. In most cases new shares are offered for sale continuously at asset 
value plus a fixed percentage as selling charge.* 


*Mr. Dudley Cates, Manager of the Mutual Funds Department of Kidder Peabody and 
Co., was kind enough to read this manuscript and make some helpful suggestions. 

1§. B. Stevenson, Investment Company Shares, p. 1. 

2 Ibid., p. 3. 

3W.H. Steiner, Investment Trusts, p. 43. An interesting account of the development of 
investment trusts in England, Scotland and the United States is to be found in chapters 2 
and 3 of this book. 

4 An article in Fortune (Joseph Mindell, ‘‘Wall Street Doesn’t Sell Stocks,’’ April 1949, 
p. 79ff.) examines this new tendency in the brokerage business. 

5 Arthur Wiesenberger, Investment Companies, 1946 ed., p. 314. 

6 Ibid., p. 315. 
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The recent purchase of management control of Investor’s Diversified Service, 
the largest investment trust group in the country, by Robert Young through the 
Alleghany Corporation, spotlights the increasing importance of the investment 
trusts. The Investment Dealers Digest carried a series of 10 articles during the 
period of Feb. 14, 1949 to Apr. 25, 1949 on the subject of selling shares in mutual 
investment companies. There are even several companies which sell the shares 
of open-end mutual investment fund trusts on the installment plan.? A new 
company, Futures, Incorporated, has recently been formed which sells shares on 
an open-end basis and deals exclusively in commodity futures. In Jan. 1948, the 
Massachusetts Probate Judges appeared to approve the purchase of open-end 
investment trust shares by trustees. In the words of Judge Frederick S. Dillon: 


It was the unanimous feeling that the Probate Judges of this state, to keep abreast of 
the times, should recognize the fact that such purchases are not such a delegation of 
authority on the part of a trustee as would warrant an objection on that score alone. The 
judges reserve the right, however, to apply the ‘prudent man’ rule in every case, and the 
trustees will be held to the same rigid standard in the purchase of these securities as they 
would be in making other investments.* 


This decision may open another new field of expansion for the investment trusts.® 
It is also interesting to note that the state of New Hampshire now permits savings 
banks within the state to invest in mutual investment funds that have the fol- 
lowing features: (1) minimum assets of $10,000,000; (2) a record of having paid 
dividends in each of the past 10 years; (3) a selling charge not exceeding 7} per 
cent. The New Hampshire law also requires that the shares of more than one 
fund must be purchased and that the investment in any investment fund by a 
savings bank be limited to 1 per cent of deposits.!° 

The SEC was given comprehensive supervision of investment trusts in 1940. 
With the passage of the Investment Companies Act of that year, investment 
companies are obliged to file quarterly reports with the SEC under Section 
30(b) (1) of that act. Reliable statistics in the investment trust field thus exist 
only for the period since 1940. As of Jan. 1, 1948, it was estimated that there 
were 314 mutual investment trusts distributed as shown in Table 1. 

The dollar growth of 37 major closed-end and 87 major open-end funds since 
1940 is illustrated by Table 2. 

While the 87 open-end funds enjoyed a great growth in the number of share- 
holders, the 37 closed-end funds actually had a decline in the number of share- 


7 Calvin Bullock is the most recent to set up such a plan (New York Times, May 5, 1949). 
This plan has been used by several trusts, including: Investors Syndicate, Commonwealth 
Investors, and the First Investors Corporation. 

8 Decision in an account submitted by a trustee for approval. Reported in the Boston 
Herald, Jan. 29, 1948. 

® A comprehensive examination of the problem of the legal status of investment trusts 
shares is to be found in A. B. Stevenson, Shares in Mutual Investment Funds, Ch. 10; and 
“The Legal Propriety of Investment by American Fiduciaries in the Shares of Boston Type 
Open-End Investment Trusts,’’ Boston University Law Review, Jan. 1945. 

10 The authors refrain from commenting on the implications of the possibility that mutual 
investment trusts may start advertising that New Hampshire savings banks are buying 
their shares. 
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holders. (See Table 3.) The real growth has occurred in the open-end funds, as is 
clearly seen by Table 4. 

The causes of the great divergences in rates of growth of open-end and closed- 
end trusts are of interest. The growth of the open-end trusts is the result of mass 
marketing and advertising. The closed-end trusts cannot sell additional shares; 
they do not have salesmen. Anyone desiring to acquire shares in a closed-end 


TABLE 1 
Classification of Investment Companies and Investment Trusts, January 1, 1948 


Management Companies without Senior Capital................ 
Management Companies with Senior Capital................... 
Open-End Management Companies without Senior Capital... .. 
Open-End Companies with Senior Capital...................... 
Unclassified Units (Holding Companies, etc.)....... 
Fixed and Semi-Fixed Trusts................... 
Installment and Paid-Up Investment Plans.................... 
Face Amount Installment 


* Including 24 Canadian Trusts available in the United States. 
Source: Moody’s Manual, Banks, Insurance, Real Estate, and Investment Trusts 1948. 


TABLE 2 
Total Net Assets of 124 Investment Trusts, 1940-1948* 
37 CLOSED END FUNDS 87 OPEN END FUNDS TOTAL 124 FUNDS 
YEAR ENDING 
DECEMBER 31 | Total Assets NC Total Assets Nc Total Assets 
($000’s) ($000’s) ($000’s) 
1948 744,728 —3% 1,505,762 +7% 2,250,490 
1947 771,053 -—9% 1,409,165 +7% 2,180,218 
1946 851,409 —13% 1,311,108 +3% 2,162,517 
1945 970 ,683 +32% 1,284,185 +45% 2,254, 868 
1944 739 ,021 +4% 882,191 +35% 1,621,212 
1943 708 ,683 +27% 653 ,653 +34% 1,362,336 
1942 557 , 264 +7% 486 ,850 +21% 1,044,114 
1941 523,489 —15% 401,611 —10% 925,100 
1940 613,589 447 ,959 1,061,548 


* Including funded debt and bank loans. 
Source: Annual Report of the 124 Investment Trusts. 


trust can do so only by purchasing such shares through the Stock Exchange from 
someone who already holds them. The closed-ends also follow the policy of 
purchasing their shares on the open market when they are selling at a discount 
from net dollar liquidating value. The dollar growth which has occurred in the 
closed-ends is due to the increase in the market value of their portfolios. 

The open-end trusts, as is well known, do a considerable amount of personal 
selling and advertising. Most of them have distributors and sponsors. The cost 
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of this selling job is borne by the purchaser who pays a loading fee (usually 6-9 
per cent) in addition to the cost of the securities." For 1947, mutual fund assets 
in the aggregate increased 7 per cent. Seven funds with assets of more than 
$20,000,000, however, increased at a much faster rate, as is shown in Table 5. 

That a considerable part of the growth of the open-end funds is due to the 
selling of new shares is borne out by Table 6. 


TABLE 3 
Number of Shareholders of 124 Investment Trusts, 1940-1948* 
ceeenunein 37 CLOSED END FUNDS 87 OPEN END FUNDS TOTAL 124 FUNDS 
DECEMBER 31 
Shareholders N.C. Shareholders N.C. Shareholders 
1948 309 ,087 —3% 722,118 +7% 1,031,205 
1947 317,675 —6% 672,543 +16% 990, 218 
1946 335,323 —9% 580, 221 +17% 915,544 
1945 367 ,396 —-1% 497 ,875 +18% 865,271 
1944 370,219 —12% 421,675 +23% 791,894 
1943 419,316 —4% 341,435 +9% 760,751 
1942 436,955 —3% 312,609 +7% 749 , 564 
1941 449,670 —4% 293,251 742,921 
1940 466, 144 296 ,056 762,200 


Source: Annual Reports of the 124 Investment Trusts. 


TABLE 4 
The Growth of the Open End Funds, 1940-1948 
(Index Numbers 1940 = 100) 


esate TOTAL NET ASSETS NUMBER OF SHAREHOLDERS 
DECEMBER 31 
37 Closed End Funds | 87 Open End Funds | 37 Closed End Funds | 87 Open End Funds 

1948 122 336 66 244 
1947 126 315 68 227 
1946 139 293 72 197 
1945 158 287 78 168 
1944 121 197 79 143 
1943 116 146 89 115 
1942 91 109 94 106 
1941 85 89 96 99 
1940 100 100 100 100 


Source: Annual Reports of the 124 Investment Trusts. 


The total dollar growth for the 87 open-ends between 1940 and 1948 was $1,- 
057,803,000. The net increase due to sales of new shares was $953,172,000. Thus, 
the presumption is that the growth due to market appreciation was only $104,- 


1 A few open-end funds, Scudder, Stevens & Clark, for example, have neither sponsors 
nor salesmen. There is no loading fee. It is not permitted to charge a loading fee because of 
the closed directorate. The purchaser pays the net asset value only. The growth of these 
open-end funds has been relatively slow. 
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631,000. This last figure, however, is undoubtedly an underestimate. For tax 
purposes the open-end funds distribute almost all of their realized capital gains. 
In 1947 and 1948, for example, 85 open-end trusts distributed $21,775,675 and 
$15,380,289 respectively from realized capital gains. 


TABLE 5 

The First Seven Open End Funds in Percentage Growth in 1948 

FUND SPONSOR YEAR-END ASSETS bane 
Affiliated Lord, Abbett $57 , 222 ,000* 74% 
Wellington W. L. Morgan 64,094,000 31% 
Boston Vance, Sanders 33,748,000 20% 
Eaton & Howard Bal. Eaton & Howard 37 ,029 ,000 18% 
Investors Mutual Investors Syndicate 126,583,000 17% 
Fundamental Investors Hugh W. Long 32,089,000 16% 
Putnam George Putnam 26,711,000 16% 


* Excluding bank loans of $18,000,000. 
Source: The Commercial and Financial Chronical, Feb. 10, 1949. 


TABLE 6 
Capital Changes 87 Open End Investment Trusts, 1941-1948 
YEAR ENDING DECEMBER 31 ($000's) g000's) 
1948 273,787 127,171 146,616 
1947 266 , 924 88 , 732 178,192 
1946 370,353 143,612 226,741 
1945 292,359 109,978 182,381 
1944 169 , 228 70,815 98,413 
1943 116,062 51,221 64,841 
1942 73,140 25,440 47,700 
1941 53,312 45,024 8,288 
Eight Year Total..... 1,615,165 661,993 953,172 


Source: The annual reports of the 87 Investment Trusts. 


II 


The statistics already presented indicate the great growth which has occurred 
in the mutual funds field. Now to examine some of the implications of this devel- 
opment. In this article we are not concerned with such technical problems as 
leverage, dollar-averaging, formula buying and selling, or how the performance 
of a particular fund compares with the Dow Jones averages, etc. Such matters 
are more the concern of the professional speculator.” 


12 An excellent survey of the technical aspects of investment trusts and their comparative 
performances and portfolios can be found in Investment Companies, issued annually by 
Arthur Wiesenberger. 
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The advantages to the general public of increased participation in investment 
trusts are many. The investor receives broad diversification of holdings, ready 
marketability, and skilled supervision of his investment, regardless of the size of 
his holdings. It is thus a much better form of investment for the average indi- 
vidual than scattered, odd-lot purchases. The sale of investment trust shares in 
small amounts would appear to be an excellent way of interesting factory workers 
and others who have not been too interested in securities as an outlet for their 
savings. It would serve as a way of giving even those in the low income brackets 
a stake in the profitable operation of free business enterprise. 

There are some serious problems connected with the public interest in the 
growth of investment trusts. The phenomenal growth of the trusts represents a 
mass marketing operation. A survey of the prospectuses of the leading trusts 
gives the impression that most of the holders of shares own only a small per- 
centage of the fund’s outstanding shares. The management in most cases holds 
only a very small amount of the fund’s stock." This raises the thorny problem 
of the separation of ownership and control. The managers, with only a small 
personal stake, are in a position to control the use of several billions of dollars 
of investible funds.‘ Once an investor turns his money over to a trust, he can 
say nothing about the disposition of his funds. His only form of protest, if he 
disagrees with the management of the trust, is to redeem his shares. This may 
be quite costly for him. 

There is also the problem of how the managers invest their funds. The purpose 
of investment trusts may be several: to enhance capital values, to get high rates 
of return, to invest in “‘special situations,” to provide high leverage, etc. Most 
funds indicate to the potential investor their primary aims and objectives.'® 
There arises the possibility, however, that the managers of the investment trusts 
may use the large funds at their disposal to advance their own pet projects. That 
is, the funds may be invested in a manner which best serves their own personal 
desires. There is the possibility that this may not always coincide with the best 
interests of the shareholders. The investor is protected, of course, by the Invest- 
ment Company Act of 1940, and the provisions of the Federal Internal Revenue 
Code relating to “regulated investment companies” as well as the charter of the 
trust itself. A review of the acts and the prospectuses of several trusts reveals 
the following safeguards: (1) No registered investment company shall borrow 
money unless authorized by a majority vote of the shareholders. If this authori- 


13 State Street Investment Trust is one of a few cases where management has a high 
personal stake in the company. Here individual managers and their families together own 
about 14 per cent of the outstanding stock. This may be a factor in State Street Investor’s 
outstanding performance. Shares sell at 15-20 per cent premium over asset value. It is now 
in effect a closed-end trust. 

14 Jt is reported that through the Alleghany Corporation, Robert Young purchased 
management control of Investors Diversified Service for $1,750,000. This investment trust 
group has combined assets of $580,000,000. 

16 Tt is of interest to note that one fund, General Capital Corporation of Boston, decided 
in 1948 to discontinue paying dividends. This was done for tax purposes. Shareholders in 


this trust are in the same position as if they had received non-taxable dividends which were 
reinvested in shares. 
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zation exists it must be stated in the trust’s charter and prospectus. (2) No 
purchase of any securities on margin may be made. (3) No short sales of any 
security may be effected. (4) No securities shail be purchased that would cause 
more than 5 per cent of the total assets of the trust (at market value) to be 
invested in the securities of the issuer. (5) No securities should be purchased 
that would cause more than 10 per cent of any class of securities of such issuer 
to be held by the corporation. 

The SEC investigation of 1937 into investment trusts was very much con- 
cerned that the trusts might overtrade in order to create more brokerage com- 
missions. This possibility still exists today. In order to induce particular brokers 
to push the sale of shares in their fund, the managers might throw more of their 
regular brokerage business to them. It is, of course, quite legitimate to give 
particular brokers business as a stimulus to handle mutual trust shares. The 
public interest must be safeguarded, however, and the fund managers must make 
certain that brokerage and other administrative expenses are kept to a minimum. 
An examination of the activity of five closed-end companies (Adams Express, 
General American Investors, Lehman Corporation, Selected Industries, and Tri- 
Continental) indicates that during the five year period from 1941 to 1945, port- 
folio turnover averaged 43 per cent of net assets annually. Approximately $400,- 
000,000 of securities were turned over by these five trusts in this five year period. 
Does this represent excessive trading or an excellent anticipation of coming 
market fluctuations? It is impossible to give a definite answer. 

There thus arises the need for trustee-managers whose ability and motives are 
beyond question. In the past, most professional trustees have had an irreproach- 
able record. The managers of the rapidly growing investment trusts will have to 
realize their responsibilities to the shareholders and make certain that their 
activities are in the best interests of all concerned. The wise investor will seek 
disinterested advice regarding various fund managements from those qualified 
to distinguish the difference between them. 

For brokers the opportunity of promoting investment trusts appears to be 
heaven-sent. The public has apparently lost interest in Wall Street. Daily trading 
in the New York Stock Exchange is at the lowest level in years. The sale of in- 
vestment trust shares provides two sources of income for brokers. Firstly, they 
receive as a commission part of the load, (usually 6-9 per cent), which is added 
to the purchase price to the buyer. Secondly, most of the investment trusts will 
give to the brokerage firm handling their shares an amount of business equal to 
the dollar value of the sales they have made. In the short run, it would thus 
appear that the sale of investment trust shares is a boon to the brokerage com- 
munity. Some of the most prominent and well established firms on the street have 
entered the business and have set up mutual fund departments. In addition, some 
firms manage investment trusts and receive the usual 3 of 1 per cent management 
fee per annum. 

It is well to ask, however, whether the brokers may have a bear by the tail. 
By pushing the shares of mutual investment trusts are they diverting funds 
which would ordinarily flow into the stock market and on which they would 
receive the usual brokerage commission? It is true that they receive a commission 
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on the sale of the mutual fund shares but they receive no commission when the 
purchaser decides to sell his trust shares back to the trust. On ordinary brokerage 
business, of course, they receive commissions from both sales and purchases. 
They will then be forced continually to sell mutual fund shares to maintain a 
regular flow of income. There then arises the possibility that brokerage firms may 
become little more than selling agents for the investment trusts. While this 
contingency seems remote at the moment, those firms which have entered this 
new field might do well to be aware of the possibility. 

Business corporations, too, have a very real interest in the growth of invest- 
ment trusts. It may represent a threat to an entrenched management. In 29 
major American corporations, the investment trusts hold 5 per cent or more of 
the total of common shares outstanding. In 21 other companies the trusts hold 
from 1 per cent to 4.9 per cent. In several cases, the trusts hold 20 per cent and 
more of the outstanding shares. 


TABLE 


Investment Trust Trading as a Percentage of Total Trading on the New York Stock Exchange 
(Trust Trading of 185 Companies* as a percentage of N.Y.S.E. trading 
in Millions of dollars) 


FIRST QUARTER SECOND QUARTER THIRD QUARTER FOURTH QUARTER 


Total Trust Total Trust Total Trust Total Trust 


1948 | 2,503 | 9.5% | 3,912 | 10.7% | 2,184 | 9.8% | 2,632 | 10.1% 
1947 | 2,632 | 9.5% | 2,233 | 10.3% | 2,122 | 10.6% | 2,727 | 9.6% 
1946 | 4,739 | 7.3% | 4,081 | 8.8% | 3,614 | 8.0% | 3,126 | 8.0% 
1945 | 3,357 | 8.1% | 3,418 | 8.7% | 2,558 | 9.8% | 4,141 | 9.7% 
1944 | 1,959 | 12.0% | 2,149 | 8.9% | 2,027 | 8.5% | 2,219 | 9.0% 
1943 | 1,824 | 10.3% | 2,407 | 8.9% | 1,759 | 8.1% | 1,682 | 10.5% 
1942 985 | 8.1% 685 | 13.2% 715 | 18.8% | 1,289 | 7.0% 


* 86 Closed End Companies. 
99 Open End Companies. 
Source: Securities and Exchange Commission, Statistical Bulletins. 


By and large, the investment trusts have not attempted to interfere in the 
running of a company. If dissatisfied with the management record they could 
always sell their holdings. The recent Montgomery Ward incident, however, 
raises a question. As is well known, several of the investment trusts decided to 
vote their holdings against the Sewell Avery management. A determined group 
of shareholders, if they combine and secure publicity, may be able to interfere 
actively in company policy. In England the investment trusts are an important 
factor in guiding company policy. Will this come about in the United States? 
It is hard to say at this point. It seems certain, however, that management will 
have to consider the desires and opinions of the investment trusts in the future. 

Finally, we wish to examine the possible effects of the growth of investment 
trusts on the stock market. It would appear that the activity of investment 
trusts is of great importance, as indicated by Table 7. 

For the past six years, investment trust activity has ranged between 7.3 per 
cent and 18.8 per cent of total trading on the New York Stock Exchange. On 
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the average, investment trust trading accounts for approximately 10 per cent of 
trading on the exchange. When the total market activity is low, the percentage 
represented by trust trading appears to increase. 

With thin markets it is obvious that investment trusts, which now account 
for about 10 per cent of all activity on the exchange, may have a decisive influ- 
ence on short-run market fluctuations. It is also well to bear in mind that the 
floating supply of a given security is usually only a small percentage of the total 
issue. The trusts may buy up a large part of the floating supply and thus create 
even thinner markets. Another factor is that the trusts buy only good securities; 
in general, they avoid the “cats and dogs.” Thus the latter may become a drug 
on the market and witness very sharp and erratic price fluctuations. The volume 
of purchases and sales by the trusts may be so large a percentage of the total 
volume that it may be sufficient to tip the market. It seems certain that both 
upward and downward trends are strengthened and accentuated by the activity 
of the investment trusts. The disposal of large blocks of Pepsi-Cola, for example, 
by several investment trusts in 1947-48 was one of the contributing factors to 
the erratic action of this security. The trusts have been forced to maintain the 
greatest secrecy in their transactions in order to avoid providing a beacon light 
for speculators. 


The great growth of the investment trusts in the last decade embraces a period 
of rising levels of employment and national income. Individual investors were 
able to hold on to their shares. What will happen, however, if a recession or busi- 
ness readjustment forces many of the new holders of mutual fund shares to 
liquidate their holdings? The open-end investment trusts are pledged to redeem 
shares; they in turn will have to sell securities to raise cash. The securities markets 
may react violently to such wholesale liquidations. In the early thirties the trusts 
were forced to repurchase a considerable number of shares from the public. They 
in turn had to liquidate stocks in the portfolio at the low market prices then 
prevailing. This resulted in considerable losses for many of the trusts. 

The investment trusts have grown large and have attracted hundreds of 
thousands of new shareholders in recent years. It is to be hoped that the debacle 
of 1929 is not repeated. There is the possibility that in the event of a major 
decline in security prices, these new shareholders will be left with pieces of paper 
much depreciated in value. There may be a new wave of disillusionment with the 
stock exchange and the investment business similar to that which occurred in 
the post-1929 era. 

The investment trusts and the firms which are actively engaged as salesmen 
for them are today growing and profiting together. The smaller trusts are far 
more flexible than the larger ones and can change their portfolios much more 
quickly in a period of declining market prices.'® Perhaps it would be well to re- 


16 Tt is well to note that the balanced fund attempts to maintain a definite proportion 
of stocks and bonds in its portfolio. As the market rises, a balanced fund will sell common 
stocks and buy bonds; when the market falls, they will sell their bonds and other defensive 
issues and buy common stocks and more volatile securities. 
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evaluate the whole problem of the continued expansion of the open-end trusts. 
The individual investor is in a position to force the wholesale liquidation of an 
open-end fund’s portfolio by his own desire for liquidity. This may serve to 
accentuate a downward movement in security prices. On the other hand, the 
load charge and the regularity of income may lessen an investor’s desire to 
liquidate his holdings and thus act as a stabilizing factor. Disillusionment, if it 
ever comes, will result in the development of marked antipathy towards invest- 
ment trusts by the present purchasers of mutual fund shares. 


THE COMMUNIST THREAT TO LABOR 


A. L. GITLOW 
New York University 


The “cold war” has served to highlight the struggle between communists and 
business unionists in American trade unions. The latter struggle is an aspect of 
the former, for the communists constitute a fifth column arm of the Soviet seek- 
ing, by control of American trade unions, to enable their use for the benefit of 
the Soviet state. In view of this threat we must seek answers to these questions: 
(1) what issues, past and present, have split communist and business union 
leaders?, (2) what devices, or tactics, have been used in their struggle?, (3) what 
test, if any, may be employed to recognize the communist labor leaders?, and (4) 
what may be done to strengthen the hand of the business unionist? 


I 


The business unionists are interested in a long-run improvement in the share 
of the product of American industry which is received by American workers, 
such improvement to be achieved within the capitalistic system. This leads them 
to partiality for cooperation with industry and against strikes per se, though they 
will strike when they must in order to achieve their economic objectives. Against 
them stand the radical labor leaders, interested in overthrowing our existing 
system, and anxious to use our trade unions for that purpose. Their concept is 
one which involves strife, and they are partial to strikes for political ends. 

This is the nature of the conflict. It is a struggle over the type of economic 
system under which men shall wring their daily bread from the earth. The contest 
is fought relentlessly and influences the course of collective bargaining daily. Its 
record is written large in the press. It is a battle of villification and violence, of 
ballots and blood. Yet, it is oftentimes a subtle battle, a war hidden beneath 
surface issues. 


II 


A discussion of “‘past’”’ issues does not deal with controversial matters long 
since settled. To the contrary, this discussion is concerned with issues which are 
still alive, but which had their origin in past decades and on which time has shed 
considerable light. During the march of the years, two issues have stood out 
starkly and illuminated the division between business and radical labor leaders. 
These issues were amalgamation and political activity. 

Amalgamation means industrial unionism as against craft unionism. Amidst 
the collapse of the Knights of Labor in the late 19th century, the AF of L rose 
to become the collossus of craft unionism. In that period of immigration waves 
beating against the shores of the United States, the common laborers of many 
mass production industries were recent arrivals. They represented different racial, 
linguistic, and cultural groups. And all of them stood apart from the native born 
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worker. This diversification and fragmentation among the workers of the country 
made it difficult, if not impossible, to bind them together in mass industrial unions 
that would hold together successfully under the stress of industrial conflict. It 
was much too easy to set group against group. This recognition permeated the 
thinking of the early leadership of the AF of L. Gompers believed that only 
tightly knit, homogeneous groups of workers, cemented by identity of craft, 
raised above the common level by virtue of skill, could have the unity of purpose 
and tenacity to successfully endure economic conflict. 

But craft unionism, involving as it does fragmentation of the working class into 
smaller and oftentimes competing groups, does not increase the effectiveness of 
trade unions as agencies for spearheading the revolution so dear to the hearts of 
the radical labor leaders. These leaders, thinking and dreaming in terms of class 
conflict, envisioned the unions as massed armies of the class struggle. For this 
purpose, craft unions were strategically limited. Therefore, the cry of the radical 
labor leader, for organizing the unskilled masses in the mass production indus- 
tries, was logical. It also involved conflict with the leaders of craft unions, whose 
jurisdictions and vested interests were threatened. 

Because of the enormous practical difficulties involved, and due to the inter- 
ests of entrenched craft union leaders, the principle of amalgamation was long 
and arduously contested. But with the passage of time, basic conditions changed. 
Following the first World War, restrictive legal bars were thrown across the path 
of eager, would-be immigrants. Gradually, the composition of the working force 
of the United States changed as a result. New immigrants diminished in im- 
portance. The unskilled workers of the mass production industries became more 
homogeneous, more of the American amalgam, speaking one language and edu- 
cated in American schools. Their organization became practical. 

At the same time, the principle of amalgamation was demonstrated as being 
of great importance to non-radical labor unions, which embodied the idea of 
industrial unionism, such as the United Mine Workers, the Amalgamated Cloth- 
ing Workers and the International Ladies Garment Workers Union. Their leaders 
grasped the importance of industrial unionism for increasing the power of the 
labor movement. Lewis, Hillman, Dubinsky, and others saw that industrial 
unions would increase the ability of the unions to achieve economic objectives. 
At the same time they rejected the idea of using this increased power for the 
political purpose of overthrowing the capitalistic system. The New Deal pro- 
vided the opportunity for them to apply industrial unionism in the mass produc- 
tion industries. This resulted in the famous schism of the AF of L which resulted 
in the birth of the CIO. During the flux of this schism business unionists were 
pitted against business unionists, with radical labor leaders jumping en masse into 
the camp of those business unionists dedicated to the spread of industrial union- 
ism. Generally, the leaders of more narrowly craft unions, like Tobin’s Teamsters 
or Hutchinson’s Carpenters and Joiners, faced a greater threat to their positions 
than did the leaders of such industrial unions as those previously noted. The 
former reacted by arranging the expulsion of most of the unions which originally 
constituted the CIO. 
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However, we must not be misled into the false belief that the issue of craft 
versus industrial unionism explains the continued existence of the CIO apart from 
the AF of L. The simple fact is that this is no longer an issue of great practical 
significance, for the principle of industrial unionism has permeated the AF of L 
while many CIO unions embody the principle of craft unionism. Daily they grow 
more alike structurally. As Herbert Harris accurately remarked: “‘. . . the real 
point at issue was no longer craft versus industrial organization, but rather the 
discovery of a satisfactory method for redistributing powers, prerogatives, and 
prestige among the individuals most directly concerned.’ 

The issue of craft versus industrial unionism did, however, provide the radical 
union leaders their best opportunity to date for infiltrating the American labor 
movement and obtaining positions of power and prestige. Lewis, as head of the 
newly created CIO, entered into an alliance with the leftists. He needed experi- 
enced organizers, and the radicals were in a position to provide them. No doubt 
he believed he could control them as he had for so many years in his own United 
Mine Workers. In this he was wrong. The struggle between business unionists 
and radical unionists in the CIO has been a shifting one, with the edge today 
seeming to lie definitely on the side of the business unionists. 

The struggle started shortly after the formation of the CIO, for the radicals 
did not wait too long before inaugurating their attempts to use the CIO for their 
own political objectives. And this brings us to the second basic issue which has 
separated radical and business unionists, that concerning political activity. 

For a long time this issue seemed to involve the question of whether or not 
trade unions should engage in any political action aimed at influencing the elec- 
tion and actions of governmental officials. During Gomper’s long leadership of 
the AF of L, it seemed often that that organization completely eschewed any 
political activity. In fact, it is far more accurate to describe the attitude of 
Gompers and his fellow business unionists as being one of concentration upon 
economic issues, but not to the complete exclusion of political activities. The 
AF of L, and its leaders, never completely removed themselves from the politi- 
cal arena.” 

The real issue with regard to political activity by trade unionists has not been 
so much whether or not to participate, but to what end or objective such partici- 
pation should be employed. When we turn our thinking in this direction we obtain 
a clearer picture of trade union conflicts over engaging in political activity. The 
socialists of the 1890’s were, and the communists of today are, interested in trade 
union involvement in politics for a specific purpose, the overthrow of our present 
economic system. Since the two major political parties in the United States are 
not likely to undertake a program along such lines, the interest of radical union- 
ists in third parties becomes understandable. They are hoping for a third party 
with a revolutionary bias, yet having within itself the seeds of possible victory. 
The latter requirement goes far to explain their further interest in farmer-labor 
parties, for the two in combination could achieve victory under conditions aus- 
picious to radical hopes. 


1 Herbert Harris, Labor’s Civil War, p. 228. 
2 See David J. Saposs, Left Wing Unionism, p. 21. 
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This is not the brand of involvement in political activity which is to the busi- 
ness unionist’s taste. His interest in political action is based upon a realization, 
more alive in some leaders than in others, that such action is important to the 
ability of trade unions to achieve economic objectives within the framework of 
capitalism. Generally, therefore, he believes that he can barter labor’s support for 
the friendship of one of the major political parties. The New Deal, based upon a 
close alliance between the Democratic Party and organized labor, is a good ex- 
ample of what the business unionist has in mind when he is thinking of political 
activity. He has in mind labor’s vote being exchanged for a National Labor Rela- 
tions Act, a Norris-LaGuardia Act, a Fair Labor Standards Act. He does not 
have in mind labor’s vote being exchanged for government expropriation of 
private property. He does not have in mind labor involvement in politics, and labor 
judgment of politicians, on the basis of what is desired by the Soviet Union. The last 
two, by contrast, are primary criteria for the radical unionist. 

Despite these marked differences between business unionists and radicals when 
it comes to political activity, it is not always easy to distinguish the one from 
the other by reference to the stand they take with regard to questions like a 
third party, or working with one of the major existing parties. The radicals are 
extremely devious in their methods, and shift position without hesitation so long 
as each shift is believed to help things move in the direction of the “inevitable” 
revolutionary cataclysm. Thus, during the New Deal period they attached them- 
selves to the Democratic Party. In 1948 they severed that attachment in favor 
of one with the Progressive Party. 

Likewise, there are business unionists who have favored a third part of labor, 
like David Dubinsky of the International Ladies Garment Workers Union. The 
purpose of such leaders, however, is consistent with their business unionism. They 
are opposed to using such a party for radical purposes. Thus, prior to the forma- 
tion of the present Progressive Party, Dubinsky declared himself in favor of a 
third party of labor. He made this declaration to a convention of the United 
Hatters, Cap and Millinery Workers International Union. Yet he opposed the 
Progressive Party, which attempted to represent itself as the party of labor. 
Why? Because Dubinsky is a business unionist and he, and fellow labor leaders 
of his belief, recognized that the new party had been captured by the radicals. 
Thus, adherence or opposition to a third party of labor is not an issue which can 
serve as the touchstone distinguishing business unionists from radical unionists. 
There is such a touchstone, and it has been noted already. It is the reaction of Ameri- 
can unionists to questions which involve the Soviet Union and its interests. Though 
there have been periods when both business unionists and radical unionists were 
in accord on such questions, corresponding roughly to periods when the United 
States and the Soviet Union were in an amicable relationship, they eventually 
split when the relationship between the two nations cools, as at present. 

Such a split is inevitable because of the conflicting aims of the political action 
of business unionists and radical unionists. The Soviet Union represents an 
accomplished workers’ state to the radical American unionist. He feels a closer 
kinship to that state than he does to the capitalistic United States. He enters 
into an alliance with that state easily in his efforts to achieve the overthrow of 
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capitalism in the United States. The opposite is true of the business unionist. 

We noted previously that the formation of the CIO provided the radical 
unionists with a rare opportunity to infiltrate American trade unions on a large 
scale and achieve power therein. They did this in line with their policy of “boring 
from within.” This policy will be discussed in greater detail in the section dealing 
with tactics. What needs to be understood here is that this infiltration is responsi- 
ble for making the CIO today the cockpit of the struggle between business union- 
ists and radical unionists for control of a number of American trade unions. 

The first loyalty of the radical has been, and remains, to the Soviet Union and 
not to the CIO and Lewis, or presently Murray. They are more interested in the 
“party line” than in the immediate welfare of the American worker. Thus, in the 
early days of the CIO the resolutions in union meetings supporting the Spanish 
Loyalists, the efforts to get American workers to boycott Japanese goods, the 
sale of Fight (organ of the League Against War and Fascism) in union halls, the 
injection of issues of “collective security,” the isolationist and anti-defense pro- 
gram position taken following the Hitler-Stalin pact of 1939, and the pressure 
for a second front following the 1941 invasion of the Soviet Union by the Nazis. 

Since the war’s end, the rallying point of much leftist activity has been—unity. 
They have talked unity, but they have split with all those business unionists who 
have gagged at a unity designed to support the hand of the Soviet Union. Since 
the end of hostilities there have been at least three such issues which have rent’ 
the unity of labor’s ranks. These issues are: the World Federation of Trade 
Unions, the European Recovery Plan and the Progressive Party. Each of thc 
three has overlapped. 


1. The WFTU. This is an international organization composed of affiliated 
national trade union centers, such as the CIO in the United States. Organiza- 
tional activity began with a world wide conference of trade unions which met in 
London in June 1944. Immediately, American union conventions became the 
scene of much activity by radical labor leaders aimed at achieving the affiliation 
of their organizations with it. They were successful in the CIO, where their influ- 
ence was strong. They were unsuccessful in the AF of L, but not without putting 
up a struggle. Initially the fight was over whether or not representatives should 
be sent to the exploratory international conference at London. The AF of L had 
decided not to send any representatives. This decision was based upon the long 
term federation policy of non-cooperation with any international labor organi- 
zation which included representation of Soviet trade unions. The reason was 
simple. The federation leaders maintained that Soviet trade unions were instru- 
ments of the state, and did not represent a labor movement capable of inde- 
pendent action. Therefore, the leaders of the federation believed that Soviet 
representation in such an international labor body would mean an attempt by 
the Soviet Union, sooner or later, to employ the international body for its own 
purposes via the representatives of its trade unions. As we shall see the leaders 
of the AF of L have been proven right in this instance. 


ig 
A 
5 
iy 
| | 
ki 
. 


THE COMMUNIST THREAT TO LABOR 463 


When the occasion arose, the Soviet Union did attempt to use the WFTU for 
its own political purposes. That occasion was presented with the introduction of 
the European Recovery Plan, which Russia is resisting with every ounce of energy 
at her command. The details of the struggle were reported in the August 1948 
issue of the Monthly Labor Review. Generally, the situation appears to have 
crystallized as follows: the Communists controlled the executive machinery of 
the WFTU through French Communist Louis Saillant, who served as its general 
secretary.* He launched vitriolic attacks against the ERP, in the name of the 
WFTU and through its agencies. These attacks brought a violent reaction from 
the affiliated trade union centers of the western democratic nations. They moved 
to have Saillant’s power curbed and appeared successful. Their success was 
short-lived, however, and the denouement came with the withdrawal of the CIO 
and the British Trade Union Congress from the WFTU, which thus remains 
essentially a communist-dominated organization. 

The withdrawal of these powerful trade union groups from the WFTU has 
resulted finally in the creation of a new international trade union body, the Inter- 
national Confederation of Free Trade Unions. In marked contrast with the meéet- 
ing held in London in 1945 to form the WFTU, the delegates to the new global 
labor federation drew a distinct membership line. Affiliates of the communist- 
dominated WFTU were excluded, and trade unions behind the iron curtain were 
challenged to prove to the world that they are not government puppets. The 
organizational conference, meeting in the same London hall where the WFTU 
was born, welcomed warmly the unity of AF of L and CIO in the gathering. 
Both organizations sent strong delegations. William Green, George Meany, 
David Dubinsky, Mathew Woll, George Harrison, Charles MacGowan, Irving 
Brown, and Henry Rutz represented the AF of L. Walter Reuther, L. 8. Buck- 
master, Allan Haywood, Martin Kyne, William Pollock, David McDonald, 
Michael Ross, and Elmer Cope represented the CIO. These outstanding Ameri- 
can trade unionists assumed a leading role in the newly formed ICFTU. Actually, 
this leadership has been thrust upon American labor by the iron logic of events, 
just as leadership in international affairs has been forced upon the United States. 
Parenthetically, the ICFTU represents a new area of CIO-AF of L unity and co- 
operation. It may, therefore, have long-run repercussions in domestic union rela- 
tions.* 

The Germans, who played a great role in world labor prior to 1932, are part 
of a defeated nation, and face difficult internal problems such as the role to be 
played in their own nation. The French and Italian unions which have joined the 
ICFTU are minorities in their own countries. The communists, although their 
power is declining, still hold the key positions numerically and in terms of the 
strategic industries where they are strong.5 The small democracies of Europe can 
supply able administrators, like J. H. Oldenbroek, the first General Secretary, 
but not the drive which will be needed. In underdeveloped areas, like India, 


3 See Monthly Labor Review, Aug. 1948, pp. 147-150 and Jan. 1946, pp. 48-52. 
4 The New Leader, Dec. 3, 1949, p. 1. 


5 The New Leader, Dec. 17, 1949, p. 1, and Dec. 24, 1949, p. 1. 
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trade unions are still in a seminal stage of development. The British union leaders 
suffer in comparison with the American leaders as a result of the responsibility 
which they share for their nation’s labor government. The British leaders cannot 
be so free in their statements of objectives as can their American brethren. 

There is no blinking the prospect facing the new organization. The Soviet 
spearhead in the WFTU will wage a bitter battle around the world for the al- 
legiance of working men and women. The apparatus in the Soviet-dominated 
labor body has its tentacles already imbedded in many areas, notably the former 
colonial sectors.® 

It is apparent that the next few years will mark a repetition of the bitter 
struggle in the late twenties and early thirties when the International Federation 
of Trade Unions became the target of the Red Trade Union International. The 
WFTU will undoubtedly repeat the earlier tactics of denouncing the ICFTU as 
“wreckers” and “splitters.” 

The Inter-union war is based on fundamentals. The Soviet commitment to 
destroy the Marshall Plan and to force a decision between West and East, made 
the London meeting a logical stepping stone to creation of what is hoped to be 
the most powerful international labor organization in history. The ICFTU acted 
immediately by declaring its support of the Marshall Plan. 

The moment was well chosen. The WFTU has a headstart in Asiatic and other 
areas where millions have never experienced trade unionism. These millions are . 
being urged to act on Soviet policies presented skillfully by Moscow graduates. 

Offsetting the Soviet advantage, however, is the psychological effect of the 
policies inherent in a free democratic trade union organization committed to the 
exposure of totalitarianism in all its forms and the economic advancement of 
free workers in a world community dedicated to peaceful reconstruction. 

The leading role of the CIO in the attack upon communist domination of the 
WFTU was significant. It reflected the internal struggle in the CIO, which is 
being won by the business unionists. James B. Carey, for example, became secre- 
tary-treasurer of the CIO when he left the presidency of the United Electrical 
Workers due to radical opposition. He has made no secret of his beliefs in this 
matter. On September 2, 1948 he charged president Albert J. Fitzgerald, secre- 
tary-treasurer Julius Emspak, and organizational-director James Matles of the 
UEW with sacrificing “the interests of the union to promote the foreign policy 
of the Soviet Union.” This charge was made before a House Labor Subcommittee 
headed by Representative Kersten of Wisconsin. With such a bitter conflict be- 
tween Carey and Fitzgerald, it is most important that the former was given a 
high post in the top command of the CIO after yielding to Fitzgerald’s strength 
in the UEW. Carey is still fighting to eliminate Fitzgerald and his cohorts from 
the UEW leadership. This conflict has resulted in the present ejection of the 
UEW from the CIO, and the latter’s chartering of a new electrical union headed 
by Carey. 

Fitzgerald was co-chairman of the Progressive Party, which is opposed to the 
European Recovery Program as an anti-Russian device calculated to destroy the 
possibility of peaceful relations among the nations of the world. It is, therefore, 


6 The New Leader, Dec. 3, 1949, p. 1. 
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significant that the CIO led in the attack on the Russian domination of the 
WFTU over the specific issue of the Marshall Plan. It is of greater significance 
that it found itself working with the AF of L in the course of the developments 
produced by this attack. It leads to the conclusion that the fight against radicals 
in American trade unions is one of the forces bringing the CIO and AF of L to- 
gether, with all that such common action might imply. 

2. The European Recovery Plan. It has just been seen that the Marshall Plan 
provoked a major controversy within the WFTU. It has provoked intense contro- 
versy as well within American trade unions, particularly those affiliated with the 
CIO and having strong communist elements. This is probably the case because 
it represents a good issue. The business unionists of the CIO did not challenge 
vigorously affiliation with the World Federation of Trade Unions, since to have 
done so would have opened them to attack from the leftists as proponents of 
disunity. Instead they have bided their time in order to pick the issues over 
which the leftists have the weakest case as American labor leaders before Ameri- 
can workers. ERP is such an issue. 

We are not interested here primarily in the Marshall Plan per se. Our interest 
is in its effects upon the struggle between radicals and business unionists. The 
plan represents a major development in the growing contest between the United 
States and the Soviet Union. It is a vital force in stopping the post-war spread 
of the latter nation over Europe. It does so by means of undertaking the post-war 
rehabilitation of the nations of western Europe which had not yet fallen under 
Russian domination by mid-1947. It is a powerful economic lever, affecting the 
stomachs of people, on the theory that a contented people with hope for the 
future do not provide an atmosphere in which radicalism can flourish. The cor- 
rectness of this view is attested by the energy and near desperation with which 
the Soviet Union has contested it at every point. One arm of the Soviet’s fight 
against the ERP is, of course, the communists in the United States, particularly 
those in positions of power and influence in American trade unions. 

The idea is for radical American labor leaders to use their unions as a lever 
through which to exert political pressure within the United States aimed at the 
abandonment of the Marshall Plan. Since the plan has been built up as the 
major force it is in containing Russia, opposition to it comes close to lack of 
patriotism to the United States. That is why it is so excellent an issue for the 
business unionists to employ in their attack on radical labor leaders. 

Evidence abounds on the importance of this issue in the struggle between right 
and left wing union leaders. It was one of the basic elements, with the Progres- 
sive Party, which tore the Greater New York CIO Council asunder. The summer 
of 1948 was marked by a march of local CIO unions out of the Greater New 
York Council. This exodus was accompanied by charges of “red” domination of 
the council, principally directed against its secretary, Saul Mills. The fight against 
the city council was led by Louis Hollander, president of the New York State 
CIO Council. The struggle was intense and revolved around the city council’s re- 
fusal to abide by national CIO policy with respect to supporting the Marshall 
Plan and opposing the Progressive Party. 

The radical versus business unionists’ struggle within the CIO is not limited 
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to city councils, state councils, and the national executive. It is being waged 
continuously within each affiliated international union, and, further, within in- 
dividual locals of each international. It is a merciless struggle running through 
the entire framework of the organization like an electric shock. 

3. Progressive Party. The Communist Party in the United States has a long 
record of failure at the polls. Consequently, it has been the desire of the com- 
munists to create a third party which would not bear their clearly recognizable 
stamp, yet would offer them the opportunity for behind-the-scenes control. The 
Progressive Party ‘“‘filled the bill.” 

Its origins really lie in the machinations of a small pro-communist group 
starting in the CIO’s Political Action Committee. Sidney Hillman had led the 
formation of this group in order to make labor’s influence felt more decisively 
in the Democratic Party. The radicals, however, really hoped for an opportunity 
to create the third party of their dreams. After Sidney Hillman’s death they 
began to act. They planned the September 1946 rally at Madison Square Garden. 
New York City, at which Henry Wallace denounced the foreign policy of the 
United States. Since Wallace was at the time a member of the President’s cabinet, 
his continuance in that position became impossible. With his departure from the 
cabinet he fell into the arms of the pro-communist groups. They greeted him 
with fond embraces, for in him they had a public figure of considerable stature. 

In the summer of 1946 he had ridiculed the formation of a third party as a — 
useless political gesture. In December 1947 he accepted the third party candidacy 
when it was formally proposed to him by the Progressive Citizens of America. 
The PCA had started as a group containing genuine liberal elements. As soon 
as its true character was revealed, however, many former adherents abandoned 
it. Its co-chairman, Frank Kingdon, resigned and issued a public statement to 
the effect that the communists had succeeded in seizing control of the PCA. 

Thus, the election year of 1948 found labor, long in politics, facing the reality 
of the Progressive Party, and torn apart because of it. The basic reason was 
simple. If the communists did not dominate the Progressive Party they at least 
had such great influence in it that they were willing to risk anything in its sup- 
port. The Communist Party openly claimed credit for its creation. Further, the 
Communist Party endorsed the ticket of the Progressive Party and did not run 
one of its own in 1948. All this made it certain that the Progressive Party could 
not hope to win the election of 1948. 

The simple realism involved in the fact that Henry Wallace could not be 
elected in 1948, meant that support of him by labor might result in legislative 
revenge by the victorious major party. The business unionists were fully aware 
of this. To protect the economic interests of their members, as well as their own 
positions, they felt that under the conditions of 1948 they would do best to re- 
cement their old alliance with the Democratic Party. This alliance was, however, 
no longer suitable to communists in labor circles, for the Democratic Party was 
led by Harry Truman, who was responsible for the Truman Doctrine and for 
supporting the Marshall Plan of his Secretary of State. If Russia is the friend 
of the American leftists, Truman must be as much their enemy as any Republican. 
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Not limited by concern over the immediate welfare of the rank and file mem- 
bership of American trade unions, the leftists were prepared to fight for Wallace 
because it fitted their long range political plans. It was also a substantial aid to 
the Soviet Union. The influence of the communist element in the United States 
was inflated out of all proportion to their actual numbers through the appeal 
and stature of Henry Wallace. 

In January 1948 the CIO’s executive board voted 33 to 11 to oppose a third 
political party. On August 31st the board endorsed the Truman-Barkley ticket 
by a vote of 35 to 12. In both cases the minority vote represented support for 
the Progressive Party. It indicated the strength of the radical element in the CIO. 

The Progressive Party was not as serious an issue in the AF of L as in the CIO. 
The 1948 political campaign found the leadership of the federation almost solidly 
behind the Democratic ticket. Though this was the practical situation, the AF of 
L avoided an official endorsement by itself, or its political arm, Labor’s League 
for Political Education. The practical endorsement of the Democratic ticket was 
achieved through the establishment of a special committee, called the Committee 
of Labor Executives for the re-election of Truman. Nearly all AF of L leaders 
joined the Committee. 

The above resume of the 1948 presidential campaign, and-labor’s alignment in it, 
leads to a significant observation. The business unionists of the United States were 
almost solidly lined up with the Democratic Party, while radical unionists were 
supporting Henry Wallace and his Progressive Party. The role of labor in the 
political campaign drew business unionists in the AF of L and in the CIO into 
the most intimate sort of cooperation. This was even truer at the topmost level. 
As Joseph Loftus remarked in an article for the New York Times’ “Perhaps the 
mutual political needs of labor’s houses will prove the key to unity.” This may 
well be of greater long run importance for the labor and political history of the 
United States than the issue of which individual candidate won in 1948. 


Iv 


Every conceivable type of political device is employed by both business union- 
ists and radicals in their unending contest for the control of American trade 
unions. 

1. Machine Control. Both sides employ every device of machine politics, viz: 
patronage to the supporters of the group in power, suspension and expulsion, 
machine domination of conventions (through the power of the chair to rule, the 
use of violence, packing the convention, careful choice of the convention time 
and site so that it is difficult and expensive for delegates to attend, cutting down 
on the frequency of conventions, turning the convention into a “pleasure junket,” 
fraudulent counting of ballots, the political use of taxes and assessments, bribery, 
and superior knowledge of parliamentary procedure used to confuse any op- 
position), use of labor journals to support the group in power, amending the 
constitution so as to concentrate power, discrimination among membership 


7 New York Times, Aug. 29, 1948. 
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(setting up second-class or auxiliary locals with only limited rights), political use 
of financial strength, etc. 

2. Non-Communist A fidavits. Section 9 (h) of the Taft-Hartley Act refuses its 
protection, and the use of the facilities provided by it, such as the National 
Labor Relations Board, to unions “unless there is on file with the Board an 
affidavit executed contemporaneously or within the preceding twelve-month 
period by each officer of such labor organization and the officers of any national 
or international labor organization of which it is an affiliate or constituent unit 
that he is not a member of the Communist party or affiliated with such party, 
and that he does not believe in, and is not a member of or supports any organi- 
zation that believes in or teaches, the overthrow of the United States Govern- 
ment by force or by any illegal or unconstitutional methods. The provisions of 
section 35 A of the Criminal Code shall be applicable in respect to such affi- 
davits.” 

This provision is aimed specifically at radical labor leaders. Its purpose is 
obvious. If communist labor leaders sign the required affidavits they are com- 
mitting an act which leaves them open to prosecution on charges of perjury. 
Conviction on such charges would, of course, be punished severely so that such 
leaders would be eliminated from their positions. Refusal to sign and file the 
required affidavits means that the unions led by the recalcitrant leaders lose all 
rights under the law, and are open to all sorts of maneuvers by employers and 
competing union leaders. Power to fight such maneuvers is severely curtailed by 
loss of privileges and rights due to the refusal to abide by Section 9 (h) of the 
Taft-Hartley Act. Consequently, 1948 was a time of increasingly severe attacks 
upon unions led by officers who had refused to comply with Section 9 (h). These 
attacks were successful in considerable degree. 

Thus, the observer is treated to an amazing spectacle. All labor leaders, busi- 
ness unionists and radicals alike, have declared themselves to be in open warfare 
against the Taft-Hartley Act. Yet that law is proving a most powerful weapon 
in the hands of the business unionists against the radicals. And the former are 
taking increasing advantage of failure to comply with section 9 (h) by radical 
labor leaders. 

3. Congressional Investigation. The hand of the business unionists was made 
more powerful as a consequence of highly publicized hearings on the part of the 
Labor Committee of the House of Representatives. 

In announcing the hearings, Representative Fred Hartley, chairman of the 
committee and co-author of the Taft-Hartley Act, plainly stated that one purpose 
of the hearings was to make a target of employers who had not had “the guts” 
to resist the pressure of radical unionists who were trying to obtain union security 
provisions (contract sections granting the equivalent of a closed shop) during col- 
lective bargaining, and who had not signed the non-communist affidavits called 
for in the law.® 

These hearings intensified the pressure against union leaders refusing to sign 
non-communist affidavits. Business unionists were encouraged to attack leftist 


8 New York Times, June 24, 1948. 
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dominated unions. Mr. Stark remarked:* “The result is that these unions are, 
in the words of a Labor Board official, ‘taking an awful beating.’ The NLRB will 
not allow them to have a place on a ballot for collective bargaining representa- 
tives and this has meant the loss of important contracts to their rivals. Nor 
will the board investigate complaints by non-complying unions. The result is 
that such organizations cannot ‘service’ members who may be discharged without 
cause.” In short, government power was working actively on the side of the 
business unionists. 

4. Raiding. This tactic involves the attempt of one union to move into areas 
controlled by a competing organization. One union may raid another in various 
ways. Thus, the raiding union may seek to get entire locals to switch their affili- 
ation. Or, the raiding union, having filed the non-communist affidavits required 
by section 9 (h) of the Taft-Hartley Act, may petition the NLRB for an election 
to certify them as the collective bargaining agent for the workers of a particular 
company. In this connection, the raiding union might collaborate with employers. 
In such cases, the employers would refuse to bargain collectively with unions 
whose officers had not signed non-communist affidavits. Such refusal would 
strengthen the hand of the raiding union. 

5. Manipulation of Demands during Collective Bargaining. Despite the advice 
of William Z. Foster that “it is no sign of good leadership to put forth as im- 
mediate demands propositions outside of the realms of possible achievement 
under existing conditions,’’® radical leaders have frequently employed excessive 
demands as a lever for winning rank and file support away from business un- 
ionists. 

6. Manipulation of Jurisdiction. Both business unionists and radical labor 
leaders may employ this device to lessen the influence of their opponents within 
an international. One very effective way of fighting is to refuse the opposition 
any extension of their jurisdiction over the rank and file. In this connection, we 
must note the action of the CIO in ordering leftist dominated unions, like the 
Farm Equipment Workers, to merge with loyal unions, like the United Auto- 
mobile Workers. 

7. Union Security Provisions in Collective Bargaining Agreements. The power 
of union leaders over hiring and firing, which is part of closed shop agreements, 
can be employed with devastating effectiveness against any incipient opposition 
elements within the union. Since the Taft-Hartley Act makes serious inroads into 
this authority of union leaders, we can see one basic reason for the opposition 
of all labor leaders to it. The threat is much more serious in the case of radical 
unions, whose leaders have not signed non-communist affidavits. 

8. Boring from Within. Boring from within involves the general overall strategy 
of the communists for seizing control over American trade unions. This strategy 
may call for a whole host of devices or tactics, many of which have already been 
discussed. No discussion of the struggle between business unionists and radicals 


® New York Times, Sept. 5, 1948. 


10 W. Z. Foster, Strike Strategy, Trade Union Educational League, 1926, Labor Herald 
Library, No. 18, p. 31 et seg. 
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for control of our trade unions could pretend to adequateness without noting it. 
The idea behind “boring from within” is for radicals to enter existing unions, 
which are presumably of the business union type, gain control over them, and 
then use them for the particular political purposes and objectives to which the 
communists are committed. This strategy was adopted by the radicals after they 
had suffered a long series of failures in their attempts to build up openly radical 
unions in competition with business unions. Gaining nothing with dual unionism, 
the leftists decided that the cleverer approach would be to move into business 
unions, parade as business unionists, and gradually steer rank and file toward 
communist political objectives. The formation of the CIO was their great op- 
portunity, and they seized it." 


Vv 


The analysis has revealed some tentative criteria which may be applied in de- 
termining whether or not a labor leader is in the radical camp. The criteria are: 
(1) belief in the complete overthrow of our existing economic system; and, (2) 
adherence to the policies of the Soviet Union. Of the two, the latter is of greater 
practical importance, for the true leftist will always follow the policy line, while 
he may vehemently disclaim the basic objective of overthrowing our existing 
system. Further, we have seen at least three questions on which radical labor 
leaders, following Soviet policy, have split with business unionists. These ques- - 
tions are: (1) the WFTU, (2) the ERP, and (3) the Progressive Party. In each 
instance, the radical labor leaders have supported the WFTU, opposed the ERP 
and upheld the Progressive Party. 


1 CIO attacks on Communists are threatening currently to drive the radicals back to 
their earlier attempt to create a radical dual labor movement in the United States. The 
UEW could serve as the core of a new radical labor federation. 
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KENTUCKY’S RECENT INCOME TAX EXPERIENCE 
FRANCIS JOHN SHANNON 
University of Kentucky 


Despite rising federal income tax rates, verging on pre-emption of the income 
tax field during the war years,' state governments have been able to report a 
gradual increase in personal and corporate income tax revenue since 1933. State 
income from this source has risen from $153 million in 1932 to $1,084 million in 
1948. The income tax has bettered its position in relation to all other state taxes. 
In 1932 income tax collections contributed 8 per cent of the total state tax 
revenue; by 1948 personal and corporate income taxes provided 14 per cent of 
total state tax revenue (including the unemployment compensation tax). A 
partial explanation for the increase in revenue derived from income taxation is 
the fact that 13 states adopted personal or corporate income taxation or both 
between 1933 and 1938.2 

The steady growth of the national income since 1933, however, is primarily 
responsible for the advance in state income tax collections. It is against this 
background of rising national income that the comparatively insignificant role 
of the state income tax and the growing federal domination of the income tax 
field are most sharply revealed. (See Chart 2.) Any analysis, therefore, of recent 
trends of state income tax revenue must of necessity take into account the rela- 
tionship to the federal income tax. In striking contrast to federal income tax 
experience the increase in state income tax since 1933 has barely kept pace with 
the growth of the national income. In fact, from 1942 to 1945 state income tax 
collections declined in relation to national income payments. 

Downward revisions of the personal income tax contributed to this relative 
decline of state income tax revenue. Confronted with treasury surpluses during 
the war, several state legislatures acceded to demands for tax relief in view of 
the mounting federal income tax rates. New York led the way with a 25 per cent 
personal income tax reduction in 1942. West Virginia and South Dakota repealed 
their personal income tax laws in 1943. In the same year the Wisconsin state 
legislature failed to extend the temporary 60 per cent surtax on individual in- 
come; California and Oregon reduced personal rates substantially; and Iowa and 
Maryland decreased the taxpayer’s liability by granting liberal tax credits.’ 


1 The maximum wartime federal rates on personal income ranged from 20 per cent on the 
first $2,000 of surtax net income to 91 per cent on the portion of surtax net income in excess 
of $200,000. Personal exemptions were cut to $500 per person. Since 1945 Congress has re- 
pealed the corporate excess profits tax, reduced personal and corporation income tax rates, 
and raised personal exemptions. Note Chart 1, showing the place of income taxation in the 
total revenue system. 

2 Thirty-one states tax individual or corporate income or both in 1949. 

3 For further details, see Federation of Tax Administrators, Significant Changes in State 
Personal Income Taz Legislation—1943, Research Memorandum 226. 
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Legislative action designed to extend tax relief does not fully explain the in- 
ability of state income tax receipts to keep abreast of income payments during 
the war. The Kentucky legislature resisted the pressure to cut income tax rates; 
nevertheless, as graphically shown in Chart 3, Kentucky income tax revenue 
did not expand as rapidly as did income payments from 1943 to 1946. In fact, 
Kentucky income tax revenue declined $150 thousand in the fiscal year 1944 
despite a $244 million increase in the state’s income payments from 1943 to 1944! 

Kentucky allows individuals and corporations to deduct federal income tax 
payments for the determination of state tax liability, as do the majority of the 
income tax states. This allowance contributed substantially to the relative and, 


1938 1939 1940 192 1943 1945 1946 1947 1948 


Cuart 3. RevatiIon or State Income Taxes To Kentucky’s INCOME PAYMENTS 


in the instance of one year, the absolute decline of Kentucky income tax col- 
lections during the war. 

The effect which the deduction of the federal income tax payments can exert 
on state tax revenue is traced by John Cualmers in a recent study of the New 
York personal income tax: “It is estimated that, on the basis of the 1941 Federal 
rates, the deduction of Federal income tax payments would cost New York State 
a 20% revenue loss. Applying the 1943 rates, this loss is estimated at approx- 
mately 60 per cent and, with 1945 rates, at about 50 per cent.’ 

Kentucky experience also indicates that the wartime lag in state income tax 
collections was undoubtedly aggravated by the shortage of competent, experi- 


4 John Chalmers, The New York State Personal Income Taz, Special Report of the State 
Tax Commission, No. 16, 1948, p. 58. 
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enced personnel. Although Kentucky income payments have increased more 
rapidly than national income payments in recent years, as indicated by Chart 4, 
the Kentucky Department of Revenue had fewer employees to administer the 
income tax during the war. “In 1941-1942 the department had an average of 
204 employees but in 1943-1944 the average dropped to 186. To make the picture 
more graphic, there were 206 employees at the beginning of the fiscal year and 
only 165 at the close. During the year there were 106 resignations or transfers 
and 65 employments.’’® The losses in quantity and quality of technical man- 
power, such as income tax auditors, were even more sweeping. The higher pay 
scale of private industry for comparable work and the manpower demands of the 
armed services were responsible for this high personnel turnover. 

Beginning in 1947 Kentucky income tax collections have increased more 
rapidly than income payments. This reversal in Kentucky income tax behavior 
can be traced in great measure to the very factors which were responsible for 
the decline of Kentucky income tax revenue in relation to income payments 
during the war, namely, state administration of the income tax and the deduc- 
tions of federal income tax. 

The administration of the Kentucky personal income tax was improved by 
the introduction in 1946 of the optional simplified table for the small taxpayer 
patterned after that used by the federal government. Compliance was made easier 
for the taxpayer and the handling of returns rendered more expeditious for the 
Department of Revenue. 

The repeal of the corporate excess profits tax in 1946 and the downward re- 
vision of the federal tax rates on personal income since the war were also im- 
portant factors responsible for the upsurge of Kentucky income tax collections 
in relation to income payments. As federal rates dropped, Kentucky taxpayers 
deducted less federal income tax payments for the determination of their state 
income tax liability. For example, in 1944 federal income taxes collected in 
Kentucky amounted to 14.36 per cent of Kentucky’s income payments; by 1948 
federal collections in Kentucky had dropped to 10.22 per cent in relation to 
income payments.* During this same period Kentucky income tax collections in- 
creased from 0.42 per cent to 0.58 per cent of income payments, notwithstanding 
the fact that income tax rates were not raised. (See Chart 5.) | 

Kentucky’s recent experience with income taxation suggests that the revenue 
derived from this source is contingent not only on business conditions within the 
Blue Grass State and on proper administration of the income tax, but also on 
modifications of the federal income tax rates. In view of the pre-eminent place 
of the federal income tax in the nation’s tax system, modifications in national 
policy materially alter the tax base of the 23 states which allow taxpayers to 


deduct federal income tax payments in computing income to determine state 
tax liability. 


5 Department of Revenue, T'wenty-Sizth Annual Report, 1944, p. 5. 
6 It should be noted that although federal collections are not reliable as to amounts. 
they are significant, however, as to relationships, one year with another. 
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Economy of the South. Report of the Joint Committee on the Economic Report 
on the Impact of Federal Policies on the Economy of the South. Prepared by 
Calvin B. Hoover and Benjamin U. Ratchford. Washington: U. 8. Govern- 
ment Printing Office, 1949. Pp. xi, 92. Paper, 20¢. 

Despite the implications of the sub-title, this report is not primarily an analysis 
of the effects of past and present federal policies upon the economy of the South. 
Analysis of that question is very brief and is purely incidental to discussion of 
what the authors consider desirable policies for the future. 

The report is divided into four major parts, or chapters, as follows: (1) ‘“‘The 
South as a Region for Economic Development,” (2) “Barriers to Economic De- 
velopment of the South,” (8) ‘““The Basic Elements of a Program to Overcome 
the Economic Lag of the South,” and (4) “Specific Federal Policies and Programs 
for the Southern Economy.” Due to the way the report is organized, there is 
considerable repetition of factual data. Such repetition, however, makes it pos- 
sible for a person to read each chapter as a separate unit instead of reading the 
report as a whole, and for a report of this nature that is probably a virtue rather 
than a fault. 

In the first chapter the authors have done an excellent job of summarizing 
much of the basic economic data of the South, and of directing attention 
to important relationships between and implications of the data. They have 
performed a valuable service in bringing these data together into a single 
publication. In the second chapter Professors Hoover and Ratchford have also 
rendered a service by dispelling several popular myths concerning economic de- 
velopment in the South. Some of these myths are overemphasis on freight rate 
differentials, the low productivity of southern workers, the unavailability of 
capital funds for industrial expansion, and the undesirability of industrial devel- 
opment through absentee ownership. 

The authors have a sound approach to the problem of overcoming the economic 
lag in the South. They point out that since the South provides such a high pro- 
portion of the natural population increase in the United States (59 per cent be- 
tween 1940 and 1947), the basic requirement for overcoming this lag is national 
full employment, without which it will be impossible to achieve large-scale 
migration out of the South and a rapid rate of industrial development in the 
South. The implication is that if there is considerably less than full employment, 
jobs for prospective migrants will be few and insecure, business confidence will 
be insufficient to bring about extensive industrial development in the South, and 
consequently southerners will retain whatever low-income jobs or occupations 
they have or can find in the South. 

The reader who is convinced of the soundness of the above analysis will be 
surprised to note that the authors failed to apply it in the agricultural sections 
of their report. Applied to southern agriculture, the analysis would be somewhat 
as follows: If there is a considerable amount of industrial and commercial unem- 
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ployment, southern farm people will have virtually no nonfarm occupational op- 
portunities. Therefore, they will retain or find agricultural occupations even 
though farm wages and labor incomes are very low. Since the profitability of 
farm mechanization depends to a very large extent upon the value (price) of the 
labor that is “saved,” it follows that farm mechanization in the South will pro- 
ceed very slowly unless there is national full employment. 

In failing to apply their general method of analysis in the agricultural sections 
of the report, the authors missed an excellent opportunity to explode the cur- 
rently popular myth concerning ‘‘displacement”’ of farm workers by machinery. 
Instead, they accepted uncritically the popular belief that farm mechanization 
is independent of the cost of farm labor. In short, the farm mechanization cart 
is placed in front of the industrial development horse. Contrary to the suggestion 
contained in this report (and in numerous others on the same subject), it is not 
simply a fortuitous circumstance that the recent large-scale farm mechanization 
in the South has been accompanied by sufficient industrial growth throughout 
the nation to absorb the “displaced” workers. Without the industrial growth, 
very little of the farm mechanization would have occurred; improvements in 
farm machinery would have forced farm workers to accept wages low enough 
to compete with the machines (unless more attractive relief payments were 
available). 

Even though the agricultural sections of the report are the least satisfactory, 
they are for the most part sound. Taken as a whole, the report is of high qual- 
ity and deserves the careful attention of every student of southern economic 
problems. 


Clemson College J. M. Srepp 


Cotton’s Way Forward. By M. K. Horne, Jr. University: Bureau of Business 

Research, University of Mississippi, 1949. Pp. xi, 106. Paper, $1.00. 

The first chapter of this book contains a thorough discussion of the problem 
facing the entire cotton industry. The author presents the story of the cotton 
farmer’s income, the cotton farmer’s domestic market, and the cotton farmer’s 
foreign market in a very interesting and revealing manner. He summarizes the 
whole problem in these words: “‘The three great facts of the cotton problem are 
(1) the farmer’s low income, (2) the new meaning of cotton’s competition, and 
(3) the requirements of the export market. The central cause of disagreement on 
a cotton policy is a natural tendency of many people to emphasize one fact and 
to skip lightly over another.” 

With this statement of the whole problem, the author then proceeds to discuss 
the opportunities presented for their solution. The first suggestion made is that 
the quality of cotton can be increased greatly and aid in solving all three parts 
of the problem faced by cotton farmers. The author feels that the secret of cot- 
ton’s quality position is not in its absolute superiority in one or a few character- 
istics but by its high rank in a large number of characteristics. 

The second area in which efficiency can aid in solving the cotton problem is 
in merchandising. This should include improvements in advertising, public rela- 
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tions, technical services, quality of design and manufacture, selling methods, 
and market information. 

The third area that offers an opportunity for increasing efficiency is production 
costs. These opportunities naturally are those that face the cotton producer. 
For the most part they deal with opportunities to increase yields per acre and to 
reduce costs per acre. The author includes a section entitled ““The Curse of Token 
Measures.” In every case he indicates that the efforts are only a very small token 
of what is necessary to obtain a solution to the problems being attacked. 

The third chapter of this book discusses opportunities in pricing. In this section 
the author suggests a pricing program that is stimulating and at the same time is 
extremely controversial. It is a modification of the two-price system that has 
been suggested on several previous occasions. In effect, the pricing system sug- 
gested would mean that the total amount of cotton that would be consumed 
domestically would be determined in advance, and each farmer would be given 
a quota of cotton that he could produce, based on his share of the domestic 
market. He would be allowed to sell this amount of cotton at what was deter- 
mined to be an effective price. Any amount that he sold in excess of his domestic 
quota would have a marketing assessment deducted from it. This marketing 
assessment would represent the difference between the effective price of the 
cotton sold in the domestic market and the cotton sold in the export market plus 
the cost of administering the program. The various dangers inherent in such a 
pricing system are recognized by the author, but he believes the advantages of 
the system are such that they greatly outweigh the disadvantages. 

The final chapter of this book is a summary of the entire discussion. It is evi- 
dent that the author has given a great deal of thought and study to cotton’s 
major problems. He has discussed them in a very clear and convincing manner. 
The report is well and interestingly written. Every person interested in cotton 
and its future will want to study this book very carefully. 

Delta Branch Experiment Station D. Gray MILEY 


Conflicting Patterns of Thought. By Karl Pribram. Washington: Public Affairs 

Press, 1949. Pp. viii, 176. $3.25. 

Although the author of this little book has admittedly tackled an immense 
problem—no less than that of “defining modern conflicting patterns of thought 
and of analyzing, in terms of that struggle, some of the leading international 
problems which face the Western democracies” (pp. v and vi)—he has done so 
with appropriate and, it is believed, sincere modesty. He recognizes that ‘‘almost 
every chapter of this treatise could be elaborated into a detailed book” (p. vi), 
that he has ‘‘perhaps oversimplified highly complex social interrelationships and 
intellectual trends’’ for the sake of clarity and conciseness (p. vi), that he has 
been content with ‘‘adumbrating rather than scrutinizing difficult logical prob- 
lems” for the same reason (p. vi), and that more questions have been raised than 
answered (p. vi). It is enough to say here that all of these points recognized by 
the author are quite well taken. 

It is Professor Pribram’s thesis that four main patterns of thought have pre- 
vailed in recent times in the Western world, that each has found concrete expres- 
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sion in a specific type of social organization, and that only by understanding the 
underlying thought pattern can a given social organization be understood. The 
essential way in which each of these patterns of thought differs from each of the 
others lies in the way each defines the way in which the human mind “knows” 
and the extent of its “knowing.” On the one hand, there is an important dis- 
tinction to be drawn between “universalistic” reasoning and ‘nominalistic”’ 
reasoning. The former assumes that “the rules of human reasoning exactly cor- 
respond to or exactly reflect the rules underlying the order of the universe’’ (p. 2), 
and concludes from this assumption that “thinking” and ‘“‘being”’ are identical. 
The latter assumes that man’s understanding of the universe has been “estab- 
lished in accordance with the rules of human reasoning,” and that man has no 
means of discovering how valid this understanding is (p. 2). Thus this thought 
pattern rejects the idea of identity between “thinking” and “being.” 

But on the other hand, it is necessary to distinguish between three forms that 
the ‘identity of thinking and being” approach has taken. There is first “uni- 
versalistic” thinking, the strongest expression of this approach, or the acceptance 
of a system of rigid concepts believed ‘‘to be inherent in the human mind or to 
be directly evident because of the mind’s cognitive capacity” (p. 3). There is 
second “intuitional” thinking, or the belief that ideas of the real world come 
from ‘‘the ability of the mind, with the aid of a sort of inner light, to form con- 
cepts and judgments which provide direct insight” (p. 3). Finally there is ‘di- 
alectical’”’ thinking, or the belief that the mind has the “ability to interpret all 
phenomena and events, because of their continuously changing aspects, in terms 
of an evolutionary process” (p. 3). The last two of these patterns of thought, it 
should be added, though dominated by the principle of identity of thinking and 
being, are actually a blend of universalistic and nominalistic reasoning. 

With this classification of thought patterns as his structural framework, Pro- 
fessor Pribram builds his analysis of the implications for social organization. 
This analysis can be conveniently summarized as follows: 

1. Universalistic reasoning is most closely associated with the Middle Ages 
when the church was the most important social factor; 

2. Intuitional reasoning is most closely associated with National Socialism in 
Germany in recent times—a system in which the nation was elevated to the 
position of first importance; 

3. Dialectical reasoning is most closely associated with Soviet Russia where 
the working class has been assigned the central role; 

4. Nominalistic reasoning is associated, of course, with capitalist-democracy 
where the individual occupies the primary social rank. 

The climax toward which this volume progresses, as the author interprets the 
postwar international scene in terms of his analysis, is that world peace will not 
be possible until all essential institutions reflect the same pattern. Since there 
seems to be no possibility of even a workable compromise between nominalistic 
and dialectical thinking, this peace hinges upon the success with which one or 
the other of these patterns of thought destroys its competitor. The challenge 
for nominalistic thinking (and hence democratic institutions) is to destroy 
Bolshevism by means of logic before Bolshevism destroys it by means of force. 
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Professor Pribram has so well set forth the shortcomings of his little book 
(briefly outlined in the first paragraph of this review) that little more need be 
said along that line. Several items, however, do stand out in the mind of the 
reviewer. First, was it not the archnominalist Descartes who said “I think; there- 
fore I am,”’ and thus made nominalism also an adherent to the principle of the 
identity of thinking and being? Second, is not the emphasis here too exclusively 
upon the differences that exist within the Western world to the neglect of certain 
very basic similarities, particularly in the collectivist area. Third, and closely 
related to both the above points, is not the present tendency on the part of 
science and science worshipers to give absolute rather than hypothetical standing 
to their findings an outright rejection of the nominalistic tradition as defined by 
Pribram, as well as a partial commitment to the outrages of totalitarianism that 
he so abhors? Fourth, is the essential harmony of individual interests which is 
here identified with nominalistic thinking really more logically demonstrable than 
the alternative possibility? And finally, even if this were the case, would the pos- 
sibility of destroying Bolshevism with logic really be the basis for optimism that 
is here suggested? 

University of Georgia Howarp R. 


Two Memoirs: Dr. Melchior, A Defeated Enemy; My Early Beliefs. By J. M. 
Keynes. New York: Augustus M. Kelley, 1949; by permission of Rupert 
Hart-Davis, London. Pp. 106. $1.75. 

These two delightful memoirs exactly as they were written are presented to 
comply with an express provision in Mr. Keynes’ will that these papers, and 
these alone of his unpublished writings, be printed. One can only guess at Mr. 
Keynes’ motives. 

The first of the essays (1931) has to do with the negotiations connected with 
the feeding of Germany immediately after the signing of the Armistice ending 
World War I. One sees the situation through the not too humble eyes of Mr. 
Keynes himself, and, of course, that gentleman’s part in the play is presented 
as a major role. David Garnett, who introduces each memoir, views the dis- 
cussion as a restatement of Mr. Keynes’ original belief that the continuation of 
the Allied blockade after the Armistice was a grave error. 

The second of the memoirs (1938) gives one an insight into early beliefs which 
led to the development of a framework of reference. The framework of reference 
prompted Mr. Keynes to classify himself as an “immoralist’’ who had escaped 
from the Benthamite and from the Marxist tradition, but who had ‘completely 
failed, indeed, to provide a substitute for these bogus-faiths capable of protecting 
or satisfying” his successors. The opportunity allowed the reader to read between 
the lines and to exercise his imagination is amazing. 

To the one who has read only among the more technical works of Mr. Keynes 
this little book should be of great interest. Any student of economics, with the 
possible exception of the one who has developed a pathological revulsion for all 
words beginning with ‘‘K,’’ can spend here a few profitable moments. 

Texas Western College Joun H. D. Spencer 
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The Idea of Progress: A Collection of Readings. Edited by Frederick J. Teggart 
and George H. Hildebrand. Los Angeles: University of California Press, 1949. 
Pp. ix, 112. $1.25. 

This collection of readings brings together in the space of 450 pages the con- 
ceptions of progress of 43 different authors spanning the period from 735 B.C. 
to 1871 A.D., i.e., from Hesiod to Charles Darwin. Included are the greatest 
thinkers of the ages—Plato, Aristotle, St. Augustine, Francis (but unfortunately 
not Roger) Bacon, Locke, Leibnitz, Hume, Adam Smith, Kant, Hegel, Marx and 
many other familiar names. 

According to the Preface, ‘“The theme of these readings is the idea of progress, 
the dominant conception in the European outlook from the late seventeenth 
century until the First World War. Yet the materials themselves, by taking the 
reader into the history of the idea of progress, also take him well beyond it. They 
do so in two ways. First, they lay bare the whole conceptual framework of the 
social disciplines in their formative period, and so can serve as valuable source 
readings for the history of the social sciences. Second, they link the idea of 
progress to earlier conceptions of history, which, in turn, contributed its under- 
lying premises. For the idea of progress is not primarily an innovation of recent 
time, but rather the outcome of twenty-five centuries of antecedent speculation.” 

The basic conception of this book subjects it to severe limitations. The galaxy 
of profound thinkers is represented by an average of only ten pages per author. 
Inevitably a good deal is lost. Inevitably also, the succession of selections from 
diverse writers gives a disjointed impression. Moreover, because the latest selec- 
tion was first published in 1871, modern thought is conspicuously absent. To a 
large extent these limitations are compensated by a 30-page introduction. This 
chapter, the work of Professor Hildebrand, traces the history of the idea of 
progress, indicating transitions and fitting many (but by no means all) of the 
writers into their proper niches, and concluding with a few pages on the modern 
conception of progress. 

The book will be useful primarily to students and teachers of the history of 
ideas. One who, like the present reviewer, turns to it in hope of gaining a philo- 
sophic foundation for one’s own work in economic history is doomed to disap- 
pointment. Roaming through so many brash hypotheses, one cannot help but 
wish the editors had included a stern dose of modern skepticism. But whoever 
reads the book is assured of an interesting excursion into an important idea. 

The late Professor Frederick J. Teggart of the University of California made 
the original selections out of which this book grew. Professor George H. Hilde- 
brand of the same school has made numerous additions as well as writing the 
introduction. In these modern days of mass-production, when an editor can turn 
out half-a-dozen books a year by writing a sufficient number of letters requesting 
the addressees each to contribute a chapter, to be listed on the title page as the 
editor carries very little honor. Let it be said, therefore, that Teggart and Hilde- 
brand deserve credit for a great deal of careful labor in making selections and 
arranging for translations and publication. 

Vanderbilt University Renovics FELs 
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Economics and the Public Welfare: Financial and Economic History of the United 
States, 1914-1946. By Benjamin M. Anderson. New York: D. Van Nostrand 
Co., 1949. Pp. xiv, 602. $6.00. 

A book like this could have been written only by Benjamin Anderson. After 
his major contributions, Social Value (1911) and The Value of Money (1917), he 
not only acquired an intimate knowledge of important developments as they 
occurred but also influenced them himself in his capacity as economist for the 
National Bank of Commerce from 1918 to 1920 and the Chase National Bank 
from 1920 to 1939. While at the University of California from 1939 until his 
death in 1949 he retained the personal contacts he had previously made with 
other responsible figures both here and abroad. 

The book is in part autobiographical. The author also discloses a number of 
hitherto unrevealed incidents which help to clarify the reader’s understanding of 
the period. In connection with his persuasive analyses of the various develop- 
ments the author makes critical comments on the views of Fisher and Cassel, 
and he offers a fairly long and penetrating digression on Keynes. He approves of 
Mitchell’s cycles studies which rest on economic equilibrium. 

After reviewing the economic and financial policies in the first World War, the 
author turns to the twenties. He maintains that the popularity of the quantity 
theory in 1920 prevented a real investigation of all the underlying factors in the 
business situation in that critical year when the economic unbalance and de- 
parture from equilibrium foreshadowed a crisis. He attributes the subsequent 
revival until 1923 to sound government policy, although he criticizes the tariff 
of 1922 and American foreign policy generally, including reparations. Through- 
out there is also a good deal of material on economic and financial changes in 
Great Britain, France, and Germany. 

According to Anderson, 1924 marks the real beginning of the New Deal in 
this country since it was in that year that the McNary-Haugen Bill was first 
introduced and the Federal Reserve authorities first began to manipulate the 
money market with the cheap money policy which led to the excessive credit 
expansion and the ensuing boom. He points out that although the great New York 
banks foresaw the consequences they were powerless to counteract Federal Re- 
serve policy and could only prepare for the anticipated collapse, which they did. 

In exploring Hoover’s New Deal measures the author considers Hoover’s re- 
quest that business men hold up wages and prices, the farm price support legis- 
lation, and the Hawley-Smoot tariff of 1930. In connection with Roosevelt’s 
extension of the New Deal he analyzes the contradictions, the redistribution of 
wealth program, and the factors in the crisis of 1937. With respect to government 
economic and financial policies in the second World War he concludes that they 
were inferior to those of the first World War. 

This is an interesting and highly significant book. The inside stories, the com- 
ments on personalities, and the author’s practical understanding, breadth of 
scholarship, insight, and perspective make his interpretations considerably more 
helpful in understanding the period than other treatments. The book should be 
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welcomed by economists generally as well as by those in the specialized fields 
directly concerned. 


Muhlenberg College ALFRED BoRNEMANN 


Wealth of the American People: A History of Their Economic Life. By James A. 
Barnes. New York: Prentive-1toll, 1949. Pp. x, 910. $5.75. 


The author of this new text expects it to be attacked. No douv, tb. will nrove 
himself a good prophet. Many will quarrel with his few maps, charts, tables, and 
footnotes. Others will object to his omission of or slight emphasis upon time- 
honored material. Still others will regard most of the social material included as 
extraneous. Such is not the attitude of this reviewer. No one can write a com- 
plete economic history within the compass of 400,000 words. The reviewer thinks 
that the author has done a good piece of work, and also a tremendous one. 

Our criticisms relate in particular to the author’s tendency to make too strong 
and at times misleading statements and to his invariable habit of writing out 
statistics in full. Examples of exaggeration or misleading statements appear on 
pp. 170, 270, 289, 311, 319, 394, 481, 644, 673 and 732. Not all men in 1816 faced 
the wilderness without fear. Iron received increased protection in 1818. Not all 
trained engineers and mechanics prior to 1860 received five dollars a day or more. 
Some credit should be given to Transylvania University and other western 
schools. The South and the Southwest opposed protection in 1816, even though 
South Carolina representatives voted 4 to 3 for it. More than a million dozen 
eggs were gathered by farmers each year in the late 1890’s. Tariffs did not rise 
each year from 1865 to 1900. Henry Ford’s bargaining ability is open to question. 
Not all tillers of the soil in the sections pictured for 1929 remained “small land 
owners ever in want.’’ Not everyone will agree that the “(New Deal” emergency 
measures for agriculture were ‘“‘undeniably helpful.” The writing out of statistics 
gives the impression to the hurried reader that the book is free from undue de- 
tails, whereas it actually has as many statistics as every economic history must. 
Some instances may be noted on pp. 288, 490, 548, 584, 683, 742, and 828. 

To comment on good points, the author has a laudable gift for quotations and 
literary allusions. Especially does he like to quote poetry, or what passes for 
poetry. Examples appear on pp. 101, 102, 151, 180, 205, 267, 297, 325, 332, 399, 
694, and 734. He also has a gift for picturesque or striking statements. He refers 
to “Randolph of the bony fingers and biting tongue”’ (p. 271), and quotes, ““When 
Calhoun took snuff, the whole of Carolina sneezed” (p. 272). He stated: “‘Lee’s 
defeat was not unconnected with the fact that in Virginia there were not enough 
grain and pasturage for his cavalry horses’ (p. 334). “Fortunate is the note,” 
the author quoted for the 1890’s, ‘‘that can truly say ‘I know that my Redeemer 
liveth’ ” (p. 464). Rather ironically he remarked, “‘ ‘Seats’ (though nobody had 
time to sit down) sold in the Stock Exchange for more than a half million dol- 
lars” (p. 678). Ironical but thought-compelling exaggeration appears in this 
sentence on the economic collapse: “And last, with honest citizens of the land 
struggling to earn a living and being treated with scant decency on the slightest 
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unintentional infraction of the law, bootleggers, racketeers, and gangsters lolled 
in open luxury with, apparently, the blessings of the office holders and the police 
force” (p. 686). Relative to troubles in early World War II preparations the 
author stated, “‘A number of other questions engendered much heat though some- 
times little light” (p. 805). 

The author has delved into old letters, diaries, nd acvuunt books in numerous 
States and he a«vves Unis rare material exceptionally well. Examples appear on 
pp. 184, 288, 334, 335, and elsewhere. The author likewise quotes effectively 
newspapers, government documents, books of travel, and other original sources. 

The bibliography, organized to correspond with the major divisions, is a good 
one, but there are no selections for additional readings at the end of the various 
chapters. A short index, partly analytical, is helpful, but it does not list maps, 
charts, figures and tables. A good map of the leading products of the United 
States is in the front of the book. The five tables and thirty-two figures, the latter 
including a few maps, but chiefly pictures and charts, are well selected. 

The 39 chapters fall under seven headings. ‘“The Colonial Era” has 5 chapters; 
“The Period of Revolt and Adjustment, 1775-1816,” only 3; ‘The Foundation 
Years of National Economy, 1816-1865,” 10; ‘“‘The Golden Age of Industry, 
1865-1900,” 9; ““The Years of Transition, 1900-1929,” 5; ‘“Uncertainty and Ex- 
periment, 1929-1941,” 4; and “World Conflict and New World Problems,” 3. 
About three-fifths of the pages deal with history since 1865. 

Some of the material is very interesting and the author deserves much credit 
for his careful research and fresh treatment. His work is highly creditable. 

University of Kentucky Wa rer W. JENNINGS 


Comparative Economic Systems. By Ralph H. Blodgett. Rev. ed. New York: 

Macmillan Co., 1949. Pp. x, 892. $5.00. 

This volume is a revision of a text which first appeared in 1944. In Part I of 
the earlier edition the author deals with the economic systems of the United 
States, Soviet Russia, Italy and Germany. Part I of the revised edition con- 
solidates and reduces the treatment of the fascist systems which existed in Italy 
and Germany and adds an analysis of Great Britain ‘under partial socialism.” 
The revision also includes recent information concerning the Soviet Union. Part 
II (about 140 pages) dealing with the theoretical aspects of “Marxian Socialism” 
has been left fundamentally unchanged. 

The author has preserved the topical approach (government, production, agri- 
culture, exchange, etc.) as opposed to the country by country method frequently 
used in texts of this type. This method probably reduces the number of countries 
that may be treated without undue confusion. Some teachers may wish to extend 
the course in economic systems beyond the coverage of this and other texts in 
the field. Valuable economic information is accumulating concerning such coun- 
tries as Spain, Argentina, Portugal, Poland, Yugoslavia, etc. The economic struc- 
ture of pre-capitalistic economies may also be included where time permits. 

Commenting on the British economic position under the Labor Government, 
the author notes that productive results have been less than startling and that 
there has been “‘little if any improvement in the economic lot of the average 
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British citizen.” Regulations, controls, and restrictions have increased although 
this may be due in part to post-war conditions rather than solely to socialism. 
The author speculatively suggests that the “Labor Government may have the 
economy so well scrambled by 1950 that there will be no alternative except to 
go on to full socialism, even though partial socialism has worked very poorly 
on the whole.” Time alone can provide the answer. 

In spite of limited coverage, Blodgett has made a worthwhile revision of this 
text. Teachers who found the first edition suitable for their class needs should 
welcome this revision. 


University of Kentucky Joun T. Masten 


Income, Saving, and the Theory of Consumer Behavior. By James S. Duesenberry. 

Cambridge: Harvard University Press, 1949. Pp. 128. $2.50. 

In this book the author develops an interdependence theory of consumer be- 
havior. Instead of the assumption in the marginal utility and indifference map 
approaches that each individual tries to maximize his utility independently of 
every other individual, the author suggests that consumer preferences are in 
reality interdependent. Consumer behavior and consumption patterns are psycho- 
logical, social, and institutional phenomena. Consumers evaluate goods and 
services which satisfy physical needs and the activities required by the social 
interrelationships in a culture in terms of the superiority or inferiority of the 
goods to one another. In our society the desire for a rising standard of living and 
a higher status leads people to want to increase the quality of the goods they 
consume, if necessary by giving up saving in favor of the higher quality goods 
they feel they need as a result of coming into sustained contact with them. 

Not only are preferences interdependent, but they are irreversible. In a depres- 
sion consumers do not reduce consumption outlays by as much as their reduc- 
tions in income. Since savings decline in order to continue consuming at an earlier 
higher level, it may be concluded that the savings ratio depends on the ratio of 
income to the highest income previously attained. 

The interdependence theory partly explains the growth in the demand for and 
the sale of new products, but such demand analysis alone does not completely 
explain complex phenomena involving business economics, the role of inequality, 
and other interrelated factors in the development of new goods and wider 
markets. Although this book falls within the general category of aggregative 
welfare economics and the reviewer believes the author’s effort to encompass the 
whole field makes some parts a little thin, the theory is likely to be of interest 
even to those without the various predilections of welfare economists. 

Muhlenberg College ALFRED BoRNEMANN 


The Theory of Fluctuations in Contemporary Economic Thought. By Sidney D. 
Merlin. New York: Columbia University Press, 1949. Pp. 168. $2.75. 
Undoubtedly much has happened to the theory of economic fluctuations since 

the appearance of Lord Keynes’ General Theory. Highly significant expansions 

and changes of the theory were destined from that very day; and had there not 
been Keynes the Stockholm School perhaps would have sufficed to force major 
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adjustments upon the contemporary economist. If the reader has not entertained 
this view beforehand, after a reading of Dr. Merlin’s study, in all probability he 
will come to accept it unequivocably. 

Here is a most usefui study. It comes at the right time, when there is great 
need to take stock of contemporary theory of economic fluctuations. There are 
seven carefully organized chapters developed around the thesis that there is still 
a pressing need for a dynamic theory of economics “‘. . . that attempts to develop 
a theory of cyclical (or other) fluctuations from a modified equilibrium analysis 
leave fluctuations in employment and prices unexplained,” and that “A complete 
or adequate explanation of disturbances within the context of equilibrium analy- 
sis does not seem possible.’’ Undoubtedly some will disagree with this position 
but this reviewer cannot. He, too, would emphasize that equilibrium theory, 
whether of the classical or the Keynesian variety, may obscure those driving 
forces which make for fluctuations in employment and prices. 

Dr. Merlin’s efforts to expand upon these propositions are penetrating and 
fertile. After a brief but valuable examination of the cycle theories of Jevons, 
Walras, Veblen, Mitchell, Wicksell, J. M. Clark, Tinbergen, Frisch, and others, 
he compares the Keynesian and Stockholm School brands of economics, while 
Hick’s ‘dynamic’ theory is injected into the comparison as a vehicle for a critique 
of the theory of expectations. The comparison serves to demonstrate the in- 
adequacy of equilibrium analysis. Hicks, says Dr. Merlin, does not achieve a 
“truly dynamic analysis” because he clings to the ‘‘general equilibrium approach 
to relative price formation.’’ Keynesian theory has not been very successful for 
it is decidedly short-run in character. The Swedish sequence analysis, however, 
opens “up a promising field of long-run dynamic theory.” 

Since the Swedish approach is not equilibrium analysis, it avoids the chief 
deficiency of the others, and also of the econometricians (e.g., Tinbergen, Frisch, 
and Koopmans). The impounding of such data as capital expansion and tech- 
nological and institutional changes, all of which make for the dynamics of the 
modern economy, keeps these theories largely static. By means of sequence 
analysis, however, the Swedes are able to examine those changes with some de- 
gree of determinateness. They definitely show how expectations cannot be ex- 
plained in a system employing general equilibrium analysis. 

From these observations Dr. Merlin goes on to suggest, as can be the one 
logical conclusion, that a theory of economic development is ‘a prerequisite” of a 
theory of business cycles. He does not, however, carry this proposition to its 
completion: that the business cycle will in all likelihood disappear as a phenome- 
non of separate theoretical treatment, once a theory of economic development has 
been attained. Indeed it is possible that a truly dynamic economics would em- 
brace both phenomena as elements of an economic process over time and space. 

Emory University Ernst W. Swanson 


Problems in Personnel Administration. By Richard P. Calhoon. New York: 
Harper & Bros., 1949. Pp. xii, 540. $4.00. 
The title of this new text likewise gives a clue to the book’s strength and weak- 
ness. Instead of the more usual broad generalities found in many texts in this 
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field, this book deals with concrete problems. Such an approach will be a welcome 
relief to the experienced teacher of Personnel Management, but the inexperienced 
teacher will have some difficulty unless his students have had good preparatory 
courses in labor economics. 

Professor Calhoon discusses each of the personnel functions. He does not 
present techniques. Instead, he raises problems connected with each function and 
then presents principles and rules for meeting those problems. His chapters on 
Wage and Salary Administration and Work Load illustrate this method. Incen- 
tive systems are mentioned and some general principles for successful systems 
are listed. One looks in vain, however, for any description of the dozen or more 
named formal incentive systems. On the other hand, as Professor Calhoon well 
knows, work loads are the basic problem of any type of incentive system based 
upon time study. Therefore, a whole chapter is devoted to the dozens of prob- 
lems which arise as union and management or management alone meet the ques- 
tion “How much work?” Probably a majority of the texts in the field fully explain 
the details of the Halsey plan or the Bedaux system of wage payment but have 
little if any reference to the practical problems of establishing work loads. This 
author, on the other hand, lets the student learn the details elsewhere while he 
presents, analyzes, and offers sound solutions to the problems which arise in 
connection with those systems. 

The author’s presentation of the problems met in collective bargaining is 
particularly good. He shows a keen knowledge and understanding of the diffi- 
culties involved on both sides of the bargaining table and presents some principles 
for management and labor to follow. Equally good—and for the same reasons—is 
the chapter on grievances. 

The special personnel problems involved when a plant has a union are dis- 
cussed throughout the book rather than being crowded into one or two chapters. 
This device is surely realistic under present circumstances, but the personnel 
manager in a non-union plant will find the problems and solutions are for him 
too. In other words, this book is not a handbook on getting along with unions. 

The teacher will be pleased to find questions, projects for future work, and 
situations for role-playing at the end of each chapter. He will be disappointed 
that no bibliography is supplied. 

Professor Calhoon out of his experience in industry and teaching has written 
a practical, teachable book. His findings reflect also the results of a question- 
naire which he sent to over 500 personnel administrators. The student after 
finishing the book will still need to learn techniques, but he will be well aware 
of the problems he is likely to face in personnel administration. 

Duke University Frank T. DE VYVER 


Passing the Mill Village: Revolution in a Southern Institution. By Harriet L. 
Herring. Chapel Hill: University of North Carolina Press, 1949. Pp. vii, 137. 
$3.00. 

Management ownership of entire villages has been a characteristic phenome- 
non of the southern textile industry for many years. It has been vigorously 
criticised as subjecting the worker to a modern manifestation of feudalism which 
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deprived him of his mobility and bargaining power, and just as vigorously de- 
fended for providing stable housing at low rentals. Whatever the merits of the 
argument may be, the institution of the company-owned mill village is now 
definitely tending to disappear through voluntary action by management. 

The author has produced a highly competent survey of the passing of the 
mill village. It may come as a surprise to learn that the first reported sale of a 
mill village occurred in 1934, and that no less than 127 villages have been sold 
by textile companies in Virginia, North Carolina, South Carolina, Georgia and 
Alabama since that time. Plainly the sale of that many villages, representing 
perhaps 15,000 homes together with business properties and other adjuncts of 
community life, constitutes a major trend which bears investigation. 

This book is a careful study of the causes and effects of this trend, based on a 
detailed analysis of the circumstances surrounding 97 specific sales of mill vil- 
lages. Information concerning each sale has been obtained by the author from a 
large number of direct sources, and the results have been woven into a valuable 
analysis of the many aspects of each sale. It is interesting to discover, for ex- 
ample, that the 97 mills which have sold villages have had widely varying reasons 
for their action, that the presence or absence of a strong labor union has had no 
apparent significant effect on the decision to sell, that the workers in general 
have been anxious to acquire their own homes and divorce the job from posses- 
sion of the home, and that management in general is encouraged by the results 
of the sales in eliminating the administrative burdens of operating villages, in 
raising new capital which may be employed directly in production, and in devel- 
oping a more responsible and efficient group of home-owning employees. 

University of North Carolina GeraALD A. BARRETT 


Yes and Albert Thomas. By E. J. Phelan. New York: Columbia University Press, 

1949. Pp. xvi, 271. $3.50. 

Take one highly individual Frenchman with enormous zest for life and action, 
add an Irishman with a sense of humor and long training in the practices and 
traditions of the British Civil Service, and you have an effervescent mixture. 
Mr. Phelan’s characterization of Albert Thomas as first director of the Inter- 
national Labor Office is written with skill and charm, and this reviewer would 
commend it to the general reader as having more human interest than many 
a novel. 

This is not a book to serve the economist in any specialized or narrow sense 
of his profession, but for the economist as citizen it gives a most valuable picture 
of setting up and working an international organization which has to deal with 
economic and social issues. As one of the few institutions which has carried over 
from the day of the League of Nations to that of the United Nations, the Inter- 
national Labor Organization repays study from the point of view of set-up, ad- 
ministration, and achievements. Its framework, incorporating the plan of direct 
representation of employers and workers as well as governments, was constructed 
at the Peace Conference, but its first director was largely instrumental in giving 
the body life and purpose and in improvising solutions to the new and peculiar 
problems of organizing an international staff. 
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“Whatever” (the technique and rules of operating international organizations) 
“may eventually be, there is little doubt that Albert Thomas will be held to 
have contributed to them with astonishing foresight.”” M. Thomas achieved his 
clarity of vision partly because of his steady focus on the purpose of the organi- 
zation he was helping to mould, but more fundamentally because of his positive 
philosophy of life. This philosophy is delightfully evoked in the introductory 
quotation which explains the intriguing title Mr. Phelan chose for his book. 

Sweet Briar College Guapys Boone 


Congress Makes a Law: The Story Behind the Employment Act of 1946. By Stephen 
Kemp Bailey. New York: Columbia University Press, 1950. Pp. xii, 282. 
$3.75. 

This interesting volume gives a detailed and well documented account of the 
development and passage of the Employment Act of 1946. The author has suc- 
ceeded in lifting his account above the tedious and pedestrian level which such 
studies as this one frequently have. It is a rewarding volume for those who wish 
to learn how the legislative process in our system of government operates in 
reality. 

The author takes the reader step by step through the complicated series of 
considerations and maneuvers which are involved in the passage of an important 
piece of legislation in a controversial field. 

The roles of the minority and the majority parties in the Congress are por- 
trayed in considerable detail with respect to their part in the framing of legis- 
lation. 

The account of the activities of various pressure groups is of special significance 
in this study. The techniques which they employed to further their respective 
campaigns are discussed at length. The part played by pressure groups has a 
significance beyond their part in the employment act battle. A review of their 
activities is especially instructive in relation to the development of any program 
of legislation in the economic field. 

Another interesting and informative account included in this study has to do 
with the function of the experts, those attached to the congressional committees, 
and those on the staffs of the various administrative agencies. The range of the 
activities of these experts, beyond their usual concern with technicalities, is espe- 
cially interesting in connection with the passage of the employment act. 

The author does a useful service in giving a series of personality sketches of 
the members of the House and Senate who were directly concerned in the framing 
of the statute. The way in which these personal predilections of members of the 
Congress affect the content of such an act as this is of special significance. 

Another useful section in the book is a reproduction of the text of the act in 
such form as to identify the source of the language used in the various parts. 
This is quite constructive in enabling the reader to appreciate the composite 
character of such a statute. 

Finally, this study points up a number of very serious problems involved in 
the legislative process in this country. If a democracy is to function adequately, 
it is important that the legislative machinery operate in such a way as to avoid 
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the frustration of the popular will. The author’s closing sentences in this book 
are of direct significance. “The present splintering of decision-making leads to 
inevitable confusion and frustration among our national legislators, and in some 
cases, such as in filibusters, to a travesty of democratic processes. Congress must 
have the continuing right of introducing, revising, and enacting legislation, but 
these functions should be carried on in such a way that the public can pin re- 
sponsibility unequivocally. 

“In the absence of a responsible political system we run the grave risk of public 
cynicism and frustration, and of neglecting policies which could anticipate and 
to some extent preclude serious economic crises. 

“The story of the Employment Act of 1946 suggests a need for more responsible 
policy-making in our national legislature. It also suggests that until we move 
in that direction, national economic policies will continue to be formulated by a 
kaleidoscopic and largely irresponsible interplay of ideas, interests, institutions, 
and individuals.” 

University of North Carolina Paut N. GuTHriz 


Industry in Latin America. By George Wythe. 2nd ed. New York: Columbia 

University Press, 1949. Pp. xiv, 387. $5.00. 

The appearance of the second edition of Industry in Latin America is not only 
a tribute to the merits of the original work but also a reminder to frustrated. 
Hispanists that interest in the “Good Neighbor’ republics runs somewhat deeper 
than the headlines which play up the frequent and not always peaceful changes 
in government. It is regretable that there are so few first-rate monographs on 
agriculture, commerce, finance, and other phases of Latin-American economies; 
for industry (i.e., manufacturing) cannot be considered the gravest of the prob- 
lems which keep this area generally in the ranks of backward countries. 

Actually, only sixteen pages of text have been added to this new edition; and 
the author acknowledges that he “has not attempted to change the main out- 
lines of the book or to modify appreciably the original conclusions, which he still 
considers valid.” Seven relatively short chapters are devoted to the “how” and 
“why” of industrialization in general, with illustrative material drawn from the 
entire region. The rest of the book (except for a fifteen-page conclusion) takes up 
the industrial development of the separate countries. The amount: of duplication 
that results from this method of organization is appreciable. It would be grossly 
unfair to say that the “country” chapters furnish only a catalogue of coke ovens, 
tire factories, and cotton mills; but it seems to this reviewer that the relevant 
national data would hang together better if worked into expanded topical di- 
visions—‘‘Industry as the Way Out,” “The Extent and Nature of Industriali- 
zation,” etc. 

It is still largely true, as a reviewer said of the first edition, that this is a 
“compendium ... for those who want their facts and statistics raw and with a 
minimum of interpretive seasoning.” Not that Wythe abhors interpretation and 
criticism. In the introductory chapters and again in the conclusion he attacks the 
“romanticism” of those who look for a cluster of blast furnaces the day after a 
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minister of economy makes a speech on national self-sufficiency. But the critical 
comments are frequently brief, sometimes cryptic, and scattered. Thus, the state- 
ment that “training in business and economics is also receiving attention” (which 
constitutes a paragraph) might be expanded into a well-documented exposition 
of the low estate of higher education. In the chapter entitled, “The Machine 
Learns to Speak Spanish and Portuguese,” it is pointed out that most countries 
have laws establishing maximum hours of work, minimum wages, holidays with 
pay, and old-age and sickness insurance (p. 59). Only in the closing chapter (p. 
368) do we learn that social and labor legislation has often impeded the progress 
of industry. Here, too, is the statement which should have been made much 
earlier: “In only a few communities in Latin America has any substantial propor- 
tion of the population become adapted to the mores of an industrial society.” 

The paucity of footnote references and the absence of a bibliography may dis- 
courage readers disposed to continue their study of Latin-American economics. 
Apparently, the Abbink report on Brazil appeared too late for inclusion; but 
reference might have been made to some of the theoretical studies of ‘deliberate 
industrialization,” such as the work of Buchanan and Davis. 

Duke University Rosert §. Smita 


Arabian Oil: America’s Stake in the Middle East. By Raymond F. Mikesell and 
Hollis B. Chenery. Chapel Hill: University of North Carolina Press, 1949. 
Pp. xi, 201. $3.50. 

Problems pertaining to the petroleum of the Middle East are of major im- 
portance in the world economy. The presentation of these problems and American 
(United States) interest therein is of vital necessity, and an understanding of 
these problems and related facts is essential before conclusions can be reached 
and sound policy formulated. To date, confusion rather than understanding has 
dominated discussion and policy determination in the Middle East. For these 
reasons the reviewer recommended that the University of North Carolina Press 
publish Arabian Oil: America’s Stake in the Middle East. 

The stated purpose of this work is: (1) to provide an account of America’s 
petroleum position in the Middle East in relation to the world’s reserve and 
production; (2) to present the development of the Arabian oil resources by Ameri- 
can firms as a case study in United States foreign economic policy with respect 
to a strategic material; and (3) to make suggestions for a United States foreign 
petroleum policy. 

The first two of the above objectives are developed by the authors in a scholarly 
and lucid fashion in 96 pages of 6 chapters under the following topics: The 
World’s Petroleum Position; The Middle East in World Oil Production; The 
Concessions and the Companies; American Petroleum Development in Bahkein 
and Saudi Arabia; The Impact of Oil on the Arabian Economy; and Middle East 
Oil and United States Foreign Policy. The reader is given an excellent visual aid 
in following this presentation by the inclusion on the end papers of a colored map 
which shows the location, area, ownership, and terms of the petroleum conces- 
sions in the Middle East. 
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The third stated objective with respect to suggestions for a United States 
foreign petroleum policy is pursued in a 19-page chapter entitled “Prospects 
and Conclusions.” Due to the dynamics of the petroleum industry and related 
problems, the authors included an additional chapter in the main body of the 
text on developments between February 1948 and the date of publication. In 
addition, Appendix I contains a 30-page study on International Petroleum Eco- 
nomics written by Mr. Chenery. This latter analysis was rightfully excluded from 
the main argument of the text; however, its inclusion has greatly enhanced the 
value of the volume as an understanding of the topics considered is a necessary 
foundation to the central work. 

In making suggestions for a United States foreign petroleum policy the authors 
indicate ‘‘tentative conclusions” to the following questions: ‘‘(1) Is direct govern- 
ment participation in foreign oil development necessary to achieve our petroleum 
objectives? (2) What can be accomplished by means of international petroleum 
agreements and joint commissions? (3) What should be the basic criteria for the 
determination of United States petroleum export and import policy?” The re- 
viewer is refraining from indicating the conclusions reached to avoid the possi- 
bility that agreement or disagreement might preclude the reading of this book. 
The recommended policy, though limited in scope, is well thought through and 
presented. However, the authors’ important contribution is the factual and 
analytical background for the understanding of “America’s Stake in the Mid- 
dle East.” 

More emphasis might have been placed on the quadrangular interest of the 
necessity of available Middle Eastern oil to Western Europe in place of Caribbean 
and South American supplies which are the logical sources for United States 
deficits. Further, the comment should be made that United States petroleum 
policy should be developed by government and the industry cooperatively. Such 
a procedure recognizes the mutual and reciprocal responsibilities and is more 
likely to result in a workable implementation. 

Arabian Oil: America’s Stake in the Middle East is recommended for reading 
and study to subscribers of this journal. 

University of North Carolina Ourn T. Movzon 


The Atlantic Pact. By Halford L. Hoskins. Washington: Public Affairs Press, 

1949. Pp. 104. $2.50. 

This book, which evolved from several memoranda prepared by the author in 
his capacity as a member of the Legislative Reference Service of the Library 
of Congress, is an exceedingly useful outline of the development and implications 
of the Atlantic Treaty. It is well documented and the texts of the essential docu- 
ments and a chronology of events relative to the Pact are given in the appendix. 
The first chapter outlines briefly the evolution of U. 8. foreign policy to the At- 
lantic Pact. However, the author fails in this brief review to point up the con- 
trast between U. 8. isolationism in the interwar period and current American 
foreign policy, or to indicate the strength of isolationist sentiment which is still 
abundantly evident in this country. Chapter IT contains a brief review of U. S. 
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experiences with alliances in the past, and in Chapters III and IV the author 
presents in concise form the recent historical background of the Pact. Only a 
few lines are devoted to the relationship of the European Recovery Program and 
the proposals for European economic integration to the Pact. This appears to the 
reviewer to be an important area for study. Following a brief analysis of the 
provisions of the Pact the author devotes a short chapter to the special security 
problems of members of the Pact as well as to those of other Western European 
nations which did not join. Dr. Hoskins then proceeds to raise a number of 
pertinent questions regarding the usefulness of the Pact, most of which he leaves 
unanswered. The final chapter is devoted to a discussion of the Arms Program 
which was designed as a first step in the implementation of the alliance. 

This little book was not designed as a comprehensive work on its subject but 
rather ‘‘to present to the public . ..some of the more essential and significant 
aspects of the United States participation in the North Atlantic Alliance.” In 
this purpose Dr. Hoskins has admirably succeeded. 

University of Virginia Raymonp F. M1kEsELL 


Economic Geography of the USSR. Edited by 8.8. Balzak and others. New York: 

Macmillan Co., 1949. Pp. xlv, 620. $10.00. 

Information on Soviet natural resources is encyclopedic and handled with 
scholarly research. Until this work became available, American students were 
dependent, for the most part, on travel reports and such reports were never very 
satisfactory since they reflected impressions and casual observations. 

Better appreciation of this monumental work may be obtained if we view 
Economic Geography of the USSR in the same light as we would our own chamber 
of commerce releases. The latter types of publication are always glowing accounts 
of their communities and the aspirations of those communities. Nevertheless, we 
accept them as definitely informative. 

The Soviet Union occupies a territory in the eastern part of Europe and north- 
ern and central Asia, more than 11,000 km. from west to east; and 4,500 km. 
from north to south. The area is one-sixth of the habitable area of the world and 
second only to that of the British Empire. 

The USSR is washed by three great oceans, which form twelve seas; and two 
seas are found within its geographical limits. Water resources, water expanses, 
fish and marine life are the greatest in the world. The navigability of the river 
system is augmented by canals, and where the rivers flow northward, there is a 
distribution of heat in that direction. The hydromineral resources are interesting 
and some of them are said to have healing qualities. 

Coal reserves are adequate and more reserves are appearing with the progress 
of extensive surveys and mineral inventories. A summary along these lines is 
revealing. Large reserves of high-grade iron ore have been found adjacent to coal 
fields; the economic significance of this combination is truly staggering and in 
the field of prediction, one would be inclined toward Hollywood superlatives. 
Polymetallic ores and rare metals, are for the most part, strategic in themselves 
and also precious in combination with other minerals and ores. The mineral list 
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is long and would be impressive if we mentioned only a few of those found within 
the boundaries: gold, copper, lead, zinc and tungsten. The USSR probably has 
first rank in oil, peat, iron ore, and potassium salts; and second in coal, manga- 
nese, phosphate, and apatite. 

Charting industrial development from 1913 to 1938, industrial development 
has increased to the multiple of 9, whereas England and the United States show 
increases of 1.1 and 1.2 respectively. 

We note with considerable interest that the Soviet Union has advanced in the 
studies of economic geography, and apparently this field of study is receiving 
the same dramatic attention as in the United States; and if we delete dialectics, 
the syllabus in a Soviet university classroom would not be essentially different 
from the syllabus in an American university classroom. It may be that the bridge 
to better American-Soviet understanding will be, in part at least, built on eco- 
nomic geography. Be that as it may, there has to be a start and we mark a very 
tangible beginning with the release of the American edition of Economic Geog- 
raphy of the USSR. 

Moscow is described as one of the most beautiful cities in the world and other 
urban transformations are mentioned. Large masses of nomads have been in- 
duced to take up a sedentary mode of life; therefore, we have one segment of the 
human equation translated from a potential to an available resource. The biotic 
resource is handled in such a scholarly manner that many American geography 
professors would do well to study the technique employed in the classroom 
handling of this difficult subject. 

The heart of the economic system is transportation and here the railways play 
a vital role. Prewar registration of 9,000 vehicles of foreign manufacture to 
something like 2,000,000, many produced in the Soviet Union, give us a great 
deal of information on the general direction of the economy of the Russian people. 

Loyola University of the South ALEXANDER I. WARRINGTON 


Monetary Management. By E. A. Goldenweiser. Committee for Economic Devel- 
opment Research Study. New York: McGraw-Hill Book Co., 1949. Pp. xiv, 
175. $2.75. 

Out of his long official experience with the Board of Governors of the Federal 
Reserve System, Dr. Goldenweiser has written a book which describes central 
banking processes and problems with such clarity and avoidance of non-essentials 
that it should serve well to reach a broad general audience and afford welcome 
supplementary reading for courses in money and banking. After an economical 
account of the policies of the Federal Reserve System in the face of the various 
historical exigencies he has given a clear-cut appraisal of the system’s powers in 
relation to the demands upon it in the postwar situation. 

The views are of a generally “orthodox” sort, and on the whole are marked 
by a notable saneness. That quality is epitomized for this reader by Dr. Golden- 
weiser’s insistence that a monetary condition such as to contribute to economic 
stability is the primary desideratum and need not and must not be eschewed in 
favor of secondary considerations such as maintaining the market value of gov- 
ernment securities. 


= 
4 fs 


BOOK REVIEWS 495 


The great fault of the book, in the reviewer’s opinion, is its espousal of the 
Federal Reserve orthodoxy: “. . . no single guide . . . for monetary policy”; com- 
modity prices, security prices, capital flotations, and the structure of interest 
rates may each respectively at different times be ‘“‘a leading guide” (p. 24). The 
least the multiple-guide advocate should do is to state clearly, for each of the 
list of potential guides, the conditions under which it would be the appropriate 
“leading guide”—and what is meant by “leading.’’ Without such—or simpler— 
rules which in fact amount to a “single guide,” we shall not be rid of the ad hoc, 
impressionistic approach which leaves the authority without strong defenses 
against demands that it cooperate in abuses of the sort which Dr. Goldenweiser 
wisely deplores. 

University of North Carolina CLARENCE PHILBROOK 


Wesley Mitchell and the National Bureau. By Arthur F. Burns. New York: Na- 

tional Bureau of Economic Research, 1949. Pp. 107. 

Professor Burns’ latest report is a tribute to the man who was the first holder 
of the American Economic Association’s Francis A. Walker medal, and whose 
1913 volume on Business Cycles is one of the outstanding works in the history 
of economic thought. It gives a brief account of Mitchell’s life and contributions 
to economics, and explains how he came to emphasize his particular variety of 
economic research. 

Economists who have long awaited Mitchell’s successor to his 1927 volume 
will be especially interested in two quotations from letters. One, written when 
the author was in his thirties, states, “My world is the world of thought... 
My danger in this realm is not from lack of vigor but from lack of caution.” A 
quarter of a century later, caution has thoroughly prevailed. “I am not a rapid 
worker,”’ wrote Mitchell in 1937, ‘‘and I do not like to publish materials which 
I have not had the time to work into as good form as I can.” 

Although Professor Burns is Mitchell’s successor in the statistical work of the 
National Bureau, his remarks are concerned more with the sociological aspects 
and general methodology than with the statistical methodology of his predeces- 
sor’s thought. 


Indiana University Henry M. Ottver, Jr. 


Scholarships, Fellowships and Loans. By S. Norman Feingold. Boston: Bellman 

Publishing Co., 1949. Pp. 254. $6.00. 

At a time when so many counselors, teachers, parents and students almost in- 
voluntarily look to federal funds as the only logical source of financial assistance 
for educational purposes, this book fills a special need. For the author has brought 
together a wealth of information on student aids not usually found in college and 
university catalogues. These aids include several thousand scholarships, fellow- 
ships and loans offered each year by nearly 300 administering agencies, only 7 
of which are governmental units. 

Among these various agencies are found business concerns, professional socie- 
ties, educational foundations, labor unions, fraternal orders, religious organiza- 
tions and service clubs. There are 5 categories of information presented for each 
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of the student aids described. These are: name and address of administering 
agency; qualifications required; funds available; special fields of interest and in- 
formation; where to apply for information or application. 

Use of the book is facilitated by a subject matter index, an alphabetical index 
by name of student aid and administering agency, and a cross reference of all 
the scholarships, fellowships and loans under 225 vocational goals and fields of 
interest. The directory is prefaced by an informative and useful author’s fore- 
word. This is unfortunately followed by a well-intentioned, but somewhat less 
useful section entitled ‘“Planning Your Career.” 

This valuable reference book should be made readily available to students in 
every high school, college and university library. In addition, it should be kept 
within easy reach whenever and wherever general counseling work and guidance 
activities are conducted. 

University of North Carolina Artuur M. WHITEHILL, JR. 


Wartime Production Controls. By David Novick and others. New York: Columbia 

University Press, 1949. Pp. 441. 

This book is “‘a critical appraisal of the techniques of production control de- 
vised by the War Production Board and its predecessor agencies during the war 
years 1940 to 1945” (Preface). The authors—all active workers in this phase of 
our recent war effort—have approached their subject from two closely related . 
standpoints. First, it is their earnest view that “if we fight another war, the 
drain on the economy will be greater, the time in which to prepare shorter, and 
the need for industrial control more acute” (p. 13). It is this thought that makes 
it worthwhile to them to investigate closely the historical record and make a 
contribution toward an improvement of our next war effort (if or when). 

Second, it is their emphatic opinion that shortcomings in the control of pro- 
duction during the war were not the result of failures of policy. “Our experience 
in two wars clearly shows that the real problem is neither what to do (policy) 
nor how much to do... .The real problem is how to do it; how to achieve the 
determined goals; how to fulfill the necessary programs” (p. 4). 

Apart from two introductory chapters and two concluding chapters containing 
conclusions and recommendations, this volume consists of two kinds of discus- 
sions. The first half is a discussion of the overall development of control programs 
and techniques from a historical standpoint. Here the emphasis is upon the evolu- 
tion of one organization or approach to the general problem from the one pre- 
ceding, and how the new solution frequently was launched with almost complete 
disregard of the lessons that should have been learned from the evolution itself. 
This discussion of the historical development of production control from small 
beginnings to very comprehensive operation ends with a discussion of the con- 
trolled materials plan and the important administrative problems still unsolved 
at this stage. 

The second half of the volume consists of series of ‘“‘case studies” in war-time 
production controls. Here control programs and techniques are examined at 
closer range and in much greater detail. Included among these studies are lumber, 
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tires, construction, and inventories. Again the emphasis is upon the administra- 
tive failure to learn from past experience. 

For the student who desires a fairly full and well-written account of the devel- 
opment and operation of our production control program during the war this 
volume will well repay careful study. It will long be a useful work from the stand- 
point of its objective superstruciure. 

On the other hand, those who look into this work hoping to find some aids to 
their thinking on matters of administration will suffer a major disappointment. 
Administration is first, foremost, and all the time a problem of interpersonal co- 
operation. There are no human beings in this book. It is true that the term per- 
sonnel is frequently used, but almost always in the same breath with desks and 
chairs. 

By virtue of this absence of human beings the authors are able to make a com- 
plete separation between policy and administration—a separation most useful to 
them because it allows them to ignore policy. Administration thus becomes 
merely the mechanical doing of things that policy has decided. This is highly 
artificial as anyone with any background in Washington or in administration well 
knows. It makes administration too narrow and policy too broad—and it does 
both of these things by drawing a verbal line of demarcation where there is no 
such line out in the real world. The more or less mechanical carrying out of 
decisions very frequently consists of a constant realignment of policy. In turn 
the difficulties of carrying out decisions are often predetermined by the nature 
of the decision itself—which decision is made nonetheless because of the pressure- 
context within which it is made. Pressure, incidentally, is a word that scarcely 
appears in the pages of this volume. 

Let us repeat; the authors have done a workmanlike job in their historical 
and methodological work. But the reader must not expect too much. And he 
must at the same time interpret the conclusions and recommendations of the 
book in the light of its obvious limitations. 

University of Georgia Howarp R. Smita 
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ALABAMA 


Work stoppages in the steel and coal industries during the fourth quarter of 
1949 resulted in substantially reduced economic activity in Alabama. Due to the 
unique position of steel and coal in the state’s economy, production activity was 
particularly hard hit. The composite index of industrial production for October 
1949, prepared by the University’s Bureau of Business Research, fell to 93 per 
cent of the 1935-39 average month; this level was 86 points below that of Sep- 
tember. With the settlement of the stoppages in November, the production level 
climbed back to 138 at the end of November, but remained 41 points below 
September. In contrast, the index of industrial production for the nation as a 
whole fell only 8 points in October to 166, and by November production levels 
were only slightly below those of September, the last month of 1949 not sub- 
stantially affected by work stoppages. 

On the basis of work stoppages which began in October and November, the 
Alabama State Department of Labor estimated that there were 45,957 workers 
directly involved in stoppages during the fourth quarter. The loss of man-hours 
directly attributable to these stoppages was 12,605,296. The large number of 
workers involved amounted to nearly one-quarter of total manufacturing em- 
ployment in the third quarter of 1949. The impact of the stoppages tended to be 
concentrated in the durable goods industries and in the Birmingham metropolitan 
area and those coal mining counties contiguous to Jefferson in which Birmingham 
is located. 

Preliminary estimates indicate a fourth quarter decline of 7 per cent in manu- 
facturing employment in the state. It is, however, important to note that the 
nondurable goods industries were expanding; employment in these industries 
rose nearly 5 per cent over the third quarter. Employment in durable goods 
industries fell an estimated 17 per cent from the third quarter. 

December figures are not yet available, but retail trade activity during October 
and November held up well in view of the widespread unemployment and loss 
of income which existed during those months. The estimated dollar volume of 
retail sales, based on sales tax collections, for October was 3.8 per cent above 
that of September (somewhat less than seasonally expected), and November 
sales were down only 3.8 per cent (also less than seasonally expected). Both 
months, however, showed sales which were substantially below their year-ago 
counterparts. Department store sales (dollar volume) also showed up favorably 
during the quarter. Large increases in credit sales were important in accounting 
for the relatively favorable trade picture which existed during the fourth quarter. 

Construction activity in Alabama made substantial gains during the fourth 
quarter. The value of contracts awarded in November reached its highest level 
since December 1942 and was 209 per cent above November 1948. 

Farm income for the fourth quarter was up sharply from the third quarter 
largely because of increased cash receipts from cotton marketing. But October 
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and November farm income was 31 per cent below the corresponding months of 
1948. Alabama’s farm income did not hold up well in relation to that for the 
nation as a whole; farm income for the United States for October and November 
was down 13 per cent from the year-ago figures. Prices received by Alabama 
farmers continued to decline during the fourth quarter. Preliminary estimates 
show that fourth quarter prices were 4.4 per cent below those for the third 
quarter and 8.7 per cent below those for the fourth quarter of 1948. 
University of Alabama Laneston T. HAWLEY 


KENTUCKY 


Early in January the legislature approved a record two-year budget totaling 
$131,000,000, exclusive of highway and unemployment compensation funds. The 
budget which was passed as presented by the governor does not require new 
sources of revenue. Education will receive the largest amount, constituting 54.5 
per cent of the total; health and welfare are next and account for 31.5 per cent. 
Following the practice of the past biennium, the Building Commission is author- 
ized to determine the public buildings to be constructed during 1950-1952. The 
appropriation was increased from $10,000,000 two years ago to $15,000,000 for 
the current period. 

At the election last November the voters approved a constitutional amend- 
ment that abolishes the $5,000 salary limit for public officers. As a result of this 
revision the limit on the compensation for judges and commissioners of the Court 
of Appeals, state-wide officers and mayors of first-class cities is raised to $12,000; 
the maximum for circuit judges becomes $8,400 and for all other officers $7,200. 
Under a 1947 decision of the Court of Appeals a distinction was made between 
officers and employees of the state and the constitutional limitation held to apply 
only to the former. The faculty and staff of the University of Kentucky, to- 
gether with other employees of the state, were thus exempt from the limitation. 

During the past four years, under a program sponsored by the Kentucky 
Chamber of Commerce, a total of 238 new industrial plants have been brought 
into the state. This represents an additional capital investment of $200,000,000 
to $300,000,000 and an increase in annual payrolls of $60,000,000. The state has 
benefited also from the relocation of plants by companies seeking greater de- 
centralization. Industrial development was further stimulated by expansions of 
11 existing plants amounting to $34,491,000 and with an estimated $9,837,000 
annual increase in payrolls. Recently the state Agricultural and Industrial Devel- 
opment Board in cooperation with the state Chamber of Commerce published 
the Kentucky Industrial Directory. This is a complete guide with the names and 
locations of plants and their products and constitutes a summary of the status 
of manufacturing in Kentucky. The board is now preparing a report that will be 
a summary of the general economic resources of the state. 

As a sequel to the revision of the tax laws in the 1949 session of the legislature 
the Department of Revenue has developed a systematic training program for tax 
assessors. A tax manual has been prepared. A staff of technicians equipped to 
handle the valuation of various types of property has been recruited for work 
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in the state office. In addition a field staff has been developed that will maintain 
continuous contact with local assessors. Also significant is the series of schools 
being conducted for local tax men. These include a special school for new asses- 
sors, an intensive two-weeks course on the use of the new manual, and area 
schools dealing with technical aspects of appraisal procedures. Of interest also in 
the tax field are two 1949 studies of the Legislative Research Commission. These 
are “The Assessment Problem and School Equalization Aid” and ‘“The Inequal- 
ity of Assessments.” Another of the recent economic studies of the commission 
is “Strip Mining in Kentucky.” 
University of Kentucky R. Pickerr 


LOUISIANA 


Foreign commerce through Louisiana ports declined during the late summer 
and early fall months of 1949, the latest period for which data are available. 
The several month lag in the release of foreign trade statistics plus time which 
must be allowed for processing of materials for publication prevent current state- 
ments on this phase of the state’s economy. The decreases which were registered 
in Louisiana’s waterborne foreign commerce between June and August were not 
only absolute declines, but also decreases in the proportion of the nation’s trade 
handled by these ports. Exports through Louisiana ports decreased from 11.6 
per cent of national exports in June to 9.3 per cent in July to 7.4 per cent in» 
August. Imports changed less for the state’s ports handled 9.1 per cent of na- 
tional imports in June, 8.4 per cent in July, and 8.8 per cent in August. These 
changes represented loss of status by Louisiana ports in the national export 
picture. This was a loss, in part, of the very favorable relative gains shown in 
this phase of activity during 1948. 

Between July and November 1949, the index of business activity (1937-39 = 
100, adjusted for seasonal) in Louisiana rose from 189.3 to 197.5. Some of the 
economic barometers indicated gains, others losses. Postal receipts in November 
were up 19.7 per cent over July, and 13.3 per cent over November 1948. Bank 
debits in November were 15.4 per cent over July, but 4.1 per cent lower than 
in November 1948. On the other hand, electric power consumption was off 10.9 
per cent in November from the July level, but up 6.3 per cent from the previous 
November. Freight carloadings showed increases between July and November, 
but declined as compared to the same month of 1948. State collections in the last 
6 months of 1949 were 13.9 per cent greater than for the same period of 1948. 
Specific taxes for which collections increased most markedly were: gas gathering 
taxes, 50.3 per cent; severance taxes, 30.8 per cent; and tobacco taxes, 28.7 per 
cent. Sales taxes in this period were 2.3 per cent above collections in the last six 
months of 1948. Employment in Louisiana in November 1949 was estimated to 
be 4.2 per cent less than in November 1948. However, this decline was not con- 
sidered to be as large as that for the nation as a whole because a comparison with 
national employment indices shows greater declines than those for Louisiana. 

According to the recently released 1947 Census of Manufacturers, the number 
of manufacturing establishments in the state had increased over the 1939 number 
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by 34 per cent, the number of production workers 58 per cent, wages in manu- 
facturing in 1947 were 321 per cent above 1939, and the value added by manu- 
facturing was 250 per cent greater. For purposes of comparison, the rates of 
increase for the South as a whole were: establishments, 50 per cent; production 


workers, 50 per cent; wages, 273 per cent; and value added by manufacturing, 
244 per cent. 


Louisiana State University W. H. Baueun 


MISSISSIPPI 


The Legislative Highway Planning Committee, created by the 1948 legislature, 
made its report in mid-October and proposed that a special session of the legis- 
lature be called to consider it. The report was based on a comprehensive analysis 
of the highway transportation system in Mississippi prepared by the engineering 
staff of the committee under the supervision of engineers loaned to the committee 
by the Automotive Safety Foundation (Journal, January 1949). The survey was 
financed jointly by the state and the Bureau of Public Roads. 

In addition to recommendations relative to highway safety, traffic engineering 
and the development of standards, the engineering staff recommended the re- 
classification of the present road and street network into: (a) a state highway 
system of 5900 miles of rural state highways and 600 miles of urban extensions 
of state highways, all under the direction of the State Highway Department; 
(b) a state aid system of 13,600 miles of secondary rural feeder routes under 
direct county administration with state assistance and guidance; and (c) a city 
arterial system of 1215 miles of primary city arterials selected jointly by the 
state and individual cities. The annual costs of the program (exclusive of debt 
service on bonds outstanding) were set at $73.1 million, $59.6 million, or $53.4 
million depending on whether a 10-year, 15-year or 20-year program were 
adopted. Accompanying the above were extensive recommendations concerned 
with the management of the program, such as reorganization of the State High- 
way Department (including the creation of a state aid division to administer 
state-county relationships), the employment of registered professional engineers 
in all counties, and the required submission for state approval of all matters 
pertaining to state aid. 

In its report, the Highway Planning Committee recommended that the state 
highway system be increased to 8600 miles, including certain municipal streets 
now used and marked as state highways and certain additional highways meeting 
the engineering standards of state highway-system roads; that a state aid system 
of 11,650 miles of rural highways be designated, to be financed with state funds 
but administered locally by the county boards of supervisors; that the state 
gasoline tax of 6 cents per gallon be increased to 8 cents per gallon, 3 cent of 
the increase going to the State Highway Commission and 1} cents going to the 
counties for state-aid roads (the counties already receive 2} cents of the 6 cent 
tax), the latter to be supervised by the highway commission and a state aid 
executive board composed of three county supervisors and the chief engineer of 
the highway department: that counties be authorized to issue bonds against 
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anticipated receipts; and a number of other recommendations relative to high- 
way safety, civil service in the highway department, research, et cetera. 

Another recommendation of the committee was that the legislature appro- 
priate $2,250,000 for the settlement of a long standing dispute between the state 
and some two dozen counties and 10 municipalities arising over claims for reim- 
bursement for funds spent by the local units on roads now in the state system. 
The local units last year won a sweeping decision in the Mississippi Supreme 
Court (Journal, April 1949) but had agreed to a settlement of only 10 cents on 
the dollar. 

The legislature was convened in extraordinary session to consider the report 
on November 14. It adjourned some five weeks later on December 17 with an 
unfinanced road program. It passed a road designation bill pegging the state 
highway system at 8600 miles, including 600 miles of city streets, and approving 
an 11,650 mile state aid rural road construction program. Under the bill, the 
governor is authorized to appoint an engineer, with two assistants and other 
“necessary personnel,” to head the newly created state aid division in the high- 
way department. This division is to supervise the state aid program. The counties 
are required to employ full time engineers, jointly or separately, to draft and 
supervise road projects. The counties are also required to put up 10 per cent 
matching funds (which can come from the 23 cents now allocated to them from 
the present 6 cent tax). The anticipated state funds to finance the program are. 
to be placed in the state treasury and allocated to county projects only after 
approval by the state aid engineer. The legislature was unable to agree on any 
method of financing the designated program and deferred action on this most 
important phase until the regular session in January 1950. 

The legislature did appropriate the recommended $2,250,000 to settle the 
compromise claims of the local units mentioned above. 

University of Mississippi Davip McKinNnEY 


NORTH CAROLINA 


North Carolina has entered the New Year with her major industries—textiles, 
tobacco, and furniture—operating at a high level. Practically all traces of the 
recession of 1948-49 in the highly important textile field have disappeared. 
Building is at boom levels. Everywhere one hears and feels prosperity. Even the 
establishment of the 75-cent minimum wage is being taken in stride by industries 
which a few years ago were well-known for low wages and which even now have 
a good proportion of workers that will be affected by the increase. 

Last fall’s cotton crop was much smaller than usual, and agriculture as a whole 
is not so prosperous as a year ago. Since, however, the major cash crops of the 
state—tobacco and cotton—are now under acreage control, there is no pessimism 
even here. 

State tax yields, although still high, are running below estimates, and the state 
has had to borrow in anticipation of general fund revenues for the first time in 
a number of years. This situation has caused some anxiety. It is hoped that in- 
come tax payments in March will be heavy enough to offset recent declines. 

Davidson College C. K. Brown 
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SOUTH CAROLINA 


With the installation of a fumigation plant at the North Charleston Terminals, 
the State Ports Authority and the state is assured of the job of receiving about 
three-fourths of the cotton imports of the United States. Since most of this cotton 
is used in mills in the Carolinas, it is very convenient and less costly to have such 
a short rail haul from shipside. 

It appears that certain items of import cannot come through ports which do 
not have fumigation facilities. One unit of a fumigation plant was put into 
operation about a year ago. Recently, a new unit was added giving the entire 
plant a capacity of 100 bales, weighing 750 pounds each, an hour. Already ship- 
ments of Egyptian and Peruvian cotton have been made through the port. In 
addition to cotton, the plant will fumigate jute, hemp, cotton waste, linters, 
and rayons. 

Recently, the Bureau of Emtomology of the Department of Commerce has 
assigned a full-time representative to Charleston to supervise fumigation. Mr. 
C. P. Daley has had 28 years of service with the department in the United States, 
Puerto Rico, and Mexico and seems well qualified for the job by experience. 

It is estimated that more than 30,000,000 pounds of long staple cotton will 
be imported through Charleston during the next 12 months. Along with these 
shipments will come other import and export items which probably would not 
have flowed through this port without the cotton. The trade should materially 
increase the movement of goods throughout the state and, therefore, affect its 
economy. 

The Citadel M. S. Lewis 


TENNESSEE 


Tennessee enters the new decade optimistic of the future with her house in 
order. Not only has there been phenomenal growth during the past ten-year 
period, but the immediate road ahead seems bright and smooth operation is 
forecaste. 

The average income for each person in the state has increased since 1941 from 
$295 to $955. There has been a 50 per cent increase in industry, primarily in 
rayon and aluminum plants, and due to mechanized farming, agriculture has 
more than tripled. There has been considerable development in the state’s home 
industries due to the advantages of cheaper power than elsewhere in the country, 
proximity to such natural resources as coal and iron, and possession of several 
staple farm crops. 

More than 27,000 jobs have been created in the new post-war industries scat- 
tered throughout the 600 to 700 new plants. The number of jobs created would 
be more if the expansion of old plants was considered. Cash farm income was 
up in Tennessee in 1949 over 1948. Thus continues a trend of more than five 
years standing—each year being higher than the last. This industrial and agri- 
cultural expansion together with sound state financing has placed Tennessee 
among leading southern states. 

Conservative prophets foresee a constant increase in the state’s industrial 
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capacity. Their reasoning is based on many factors. During 1950 the state-wide 
hospital construction program “will move along as fast as available money will 
permit.” The way has already been cleared for the state to give financial aid for 
local hospital construction with a late 1949 state supreme court ruling upholding 
the constitutionality of the 1949 hospital act. Then there will be the new $6,- 
000,000 atomic research hospital planned for the University of Tennessee at 
Knoxville. 

Approximately $2,000,000 will be expended for the building and expansion 
program planned at the state institutions including state hospitals and charitable 
institutions. Tennessee is spending $59,000,000 a year for education from grade 
school through college. Included in this figure during 1950 will be a continuation 
of the building and expansion program at the state colleges and other state 
schools. The state is also advancing rapidly through Oak Ridge and an experi- 
mental wind tunnel project at Tullahoma in matters of scientific investigation 
and national security. 

In the immediate future there are tremendous developments coming to Ten- 
nessee. Among others are the $100,000,000 air engineering center at Camp 
Forest, the huge expansion at Oak Ridge and the New Johnsonville steam plant. 

During 1949, approximately $10,000,000 was spent on the vast rural road 
program of the state. It is predicted that if this pace is continued for another 
three years that “the State will have at least 100 miles of rural roads in every . 
county in the State.” This will be a great step forward. 

State resources are still above the estimates and the program of expansion 
seems fairly secure. State revenue collections totaled $69,174,248 for the first 
half of the 1949-50 fiscal year as compared with $66,790,437 for the same period 
a year ago. The difference in these figures is not as great as mere subtraction of 
the two figures would indicate however. During this year’s six months report 
there is included approximately $290,000 in gasoline taxes paid under protest 
pending litigation. Another factor is a change in bookkeeping practice. The 
December 1948 sales taxes were not all reported in the December report last 
year whereas the December 1949 figures are all included in the December report 
and none credited to January as they were a year ago. This same carry over of 
some December collections was followed with the money collected from alcohol 
license fees a year ago, but not this year. 

Tennessee continues to march forward. There is confidence in the future. 
Everything within the economy of the state points to continuation into 1950 
of the full employment, peak production and high incomes that have character- 
ized most of the years since the end of the war. 

George Peabody College For Teachers James E. WarD 


VIRGINIA 


Business conditions in Virginia, following the national pattern, staged a rapid 
recovery in the latter months of 1949, in spite of the injurious effects of the coal 
strike. Industrial production gained momentum during the last quarter with 
some industries, such as paper and rayon, operating at near-capacity levels at 
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the end of the year. Employment held at about the same level for the 6 months 
with some gains and some losses. Increase in construction contracts continued, 
especially in shelter buildings due to the liberal financing terms for this type of 
construction. The new minimum wage law is expected to affect considerably 
several of the industries. According to the Department of Labor, some of the 
industries which will feel the effects of the law are work clothing, power laundries, 
hosiery, furniture, and lumber. Trade within the state has improved considerably 
in most lines, especially women’s apparel, home furnishings, radios, television, 
and musical instruments. Agricultural conditions remain good in spite of a drop 
in farm income and declining prices in certain areas. Several forecasters predict 
that general business conditions in Virginia will continue good in all segments of 
industry well into 1950. 
* * * * a 

Several significant events in state government in recent weeks which will have 
a great bearing upon economic conditions in the future are (1) the report of the 
Tax Study Commission, (2) the governor’s biennial budget to the legislature, 
(3) certain emergency recommendations of the incoming governor, and (4) the 
report of the comptroller on the finances of the state for the fiscal period ending 
June 30, 1949. 

The report of the Tax Study Commission carried 52 recommendations on 
Virginia fiscal policies. Among the more significant ones are (1) a quadrennial 
general revaluation of real estate in both the counties and the cities, (2) changes 
in the segregation of tax sources for state and local purposes to provide larger 
revenues to the localities, (3) the construction and maintenance of primary high- 
way expansions in municipalities by the State Highway Department, (4) the 
locality contribute to the support of its schools a sum equivalent to a true tax 
rate of 80 cents per $100 valuation in order to participate in an educational 
equalization fund provided out of state funds, (5) the entiré matter of the insti- 
tutions of higher learning be studied by a commission, and (6) a State Com- 
mission on Local Debt be created for the purpose of providing information to 
political subdivisions on planning, preparation, and marketing of its indebtedness. 

The governor’s biennial budget to the legislature calls for a total of $597 million 
for 1950-1952, an increase of approximately $66 million over the 1948-1950 
biennium. Some of the more important recommendations were (1) an allotment 
of $45 million for school construction aid, of which $30 million would be made 
available in 1950; (2) an increase of $13.6 million for public school operation and 
teacher retirement; (3) a drop of $32 million in capital outlay expenditures from 
the previous biennium; (4) the setting up of an additional $35 million in allot- 
ments which may be made only if the expenditures do not create a deficit in 
the treasury; and (5) an estimated increase of $10 million in revenue receipts 
due to certain tax increases. It is significant that this budget calls for approxi- 
mately $200 million for the direct credit of Virginia’s counties and cities. By 
July 1, 1950 the surplus is expected to be $26 million. However, the budget 
carries a recommendation that $15 million of this be allocated to aid local school 
construction. 
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The incoming governor, in his inaugural address, made two emergency recom- 
mendations. First, he recommended emergency legislation to appropriate $30 
million as outright state grants for school construction ‘‘at the earliest possible 
moment” and $15 million for 1951-1952. Second, that $14 million be transterred 
from the State Bond Sinking Fund, which has an excess over legal requirements, 
to the State Literary Fund. This would increase immediately the funds available 
for school construction loans. 

According to the annual report of the state comptroller for the fiscal year 
ending June 30, 1949 the state finances are in a very healthy condition. Total 
revenues amounted to $292 million, an increase of $20 million over 1948. The 
largest increase was in the corporate income tax from $12 million to $22 million. 
The largest single source of income was $87 million from the sale of alcoholic 
liquors, and the second largest $38 million from motor vehicle fuel tax. Total 
expenditures were $274 million. The largest single expenditure was $72 million 
for alcoholic liquors, and the second largest was $69 million to education. The 
surplus at the end of the year from the year’s operations was $19 million. 

University of Richmond Herman P. THomas 
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PERSONNEL NOTES 


W. H. Baughn, associate professor of economics at Louisiana State University, 
has been appointed Louisiana correspondent for The Southern Economic Journal. 

Robert Banzhaf has been appointed instructor in economics and commerce 
at the University of Chattanooga. 

Finley E. Belcher, formerly on the staff of the University of Mississippi, has 
been appointed assistant professor of accounting at Florida State University. 

Gorden E. Bell, who has been serving as teaching assistant in accounting at 
the University of Florida, is teaching accounting at High Point College during 
the second semester. 

Thomas 8S. Berry is on leave of absence from Millsaps College while serving 
as economist for the Richmond field office of the Public Housing Administration. 

Robert W. Bradbury, formerly on the staff of Louisiana State University and 
more recently of Pan-American Airways, has been appointed associate professor 
of economics at the University of Florida. 

Louis K. Brandt, professor of economics at the University of Mississippi, was 
elected to the board of editors of The Southern Economic Journal at the last 
annual meeting of the Southern Economic Association. 

E. Y. Breese has resigned from the faculty of the School of Industrial Manage- 
ment at the Georgia Institute of Technology. 

James E. Chapman has been appointed assistant professor of business admin- 
istration at the Atlanta Division, School of Business Administration, University 
of Georgia. 

Jack L. Codding, formerly instructor in accounting at Emory University, has 
been appointed to a similar position at the University of Florida. 

H. B. Cooley, formerly on the staff of University of West Virginia and more 
recently a management consultant in New York, has been appointed associate 
professor of management at Florida State University. 

Dudley D. Cowden, professor of economic statistics at the University of North 
Carolina, has been appointed a member of the technical advisory committee of 
the American Statistical Association to assist the Bureau of Labor Statistics, 
U.S. Department of Labor, in revising the wholesale price index and the con- 
sumers price index. 

William J. Crawford has been appointed research assistant in the Bureau of 
Business Research of the University of Kentucky. 

Overton A. Currie is serving as part-time instructor at Mississippi Southern 
College. 

C. C. Dawson, who has been head of the Division of Commerce at Mississippi 
Southern College, is now completing his graduate work at the University of 
Kentucky. 

O. D. Emerson, Jr., has been appointed lecturer in accounting at Mississippi 
Southern College. 

Emile P. Grenier has resigned as associate professor of economics at the Uni- 
versity of Mississippi because of health. 
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J. C. Goosman has been appointed instructor in business administration at 
Louisiana State University. 

George Heather has resigned as head of the Department of Commerce, Florida 
State University, to become dean of the Division of Business Administration at 
Texas Technological College. 

Victor C. Heck, professor of economics at Mercer University, has received a 
grant from the Carnegie Foundation for the Advancement of Teaching to conduct 
a survey of industrial growth of Georgia for the period from 1939 to 1949. 

Clarence Heer, Kenan professor of economics at the University of North 
Carolina, was on leave of absence during the last winter quarter to serve as 
budgetary consultant to the Korean Division of the Economic Cooperation Ad- 
ministration. 

G. E. Henry has been appointed instructor in accounting at Louisiana State 
University. 

Louis R. Hoffman has been appointed instructor in transportation, College of 
Business Administration, University of Tennessee. 

M. K. Horne, Jr., dean of the College of Business Administration, University 
of Mississippi, was elected vice-president in charge of membership of the Southern 
Economic Association at its last annual meeting. 

Elmo Jackson has been granted a leave of absence for a year from his position 
as associate professor of economics at the University of Florida to conduct a -— 
research study on the tobacco industry under the auspices of Vanderbilt Uni- 
versity. 

Edward E. Judy has been promoted to associate professor of accounting in the 
College of Business Administration, University of Tennessee. 

Edward E. Kern has resigned as research associate in agricultural economics 
at Louisiana State University to accept the appointment as assistant professor 
of agricultural economics at Mississippi State College. 

Clarence E. Kuhlman has been promoted to professor of transportation and 
public utilities in the College of Business Administration, University of Ten- 
nessee. 

G. P. W. Lamb has resigned from the faculty of the School of Industrial 
Management at the Georgia Institute of Technology. 

M. 8. Lewis, head of the Department of Economics and Business Adminis- 
tration at The Citadel, has been appointed South Carolina correspondent for 
The Southern Economic Journal. 

James A. McDaniel, formerly a graduate student at Louisiana State Uni- 
versity, has been appointed assistant farm management specialist in the Agri- 
cultural Extension Division of Louisiana State University. 

John B. McFerrin, professor of economics at the University of Florida, was 
re-elected secretary-treasurer of the Southern Economic Association at its last 

annual meeting. 

Clifton Maxwell is now instructor in accountancy at the University of Mis- 
sissippi. 


| 
« 
Sy 


PERSONNEL NOTES 509 


L. J. Melton, formerly at Delta State Teachers College, has been appointed 
instructor in economics at Louisiana State University. 

Marshall E. Miller has resigned as research associate in agricultural economics 
at Louisiana State University to accept a position as agricultural economist with 
the Production and Marketing Administration, U.S. Department of Agriculture. 

R. J. Nixon has been appointed instructor in accounting at Louisiana State 
University. 

John P. Owens has resigned as instructor in economics at Louisiana State 
University to accept a position as associate professor of economics at the Uni- 
versity of Houston. 

J. W. Parsons has been appointed instructor in business administration at 
Louisiana State University. 

Richard C. Plummer has been appointed visiting professor of business admin- 
istration at Rollins College, instead of the University of Miami as reported in 
the January issue of this journal. 

Gerald A. Porter has resigned as professor of office administration at the 
University of Mississippi to accept a position at the University of Oklahoma. 

John C. Redman, associate professor of agricultural economics at Mississippi 
State College, is on leave of absence to finish the requirements for his doctorate 
at the University of Kentucky. 

Ross Robertson has been promoted to associate professor of economics in the 
College of Business Administration, University of Tennessee. 

N. R. Roos has been appointed instructor in accounting at Louisiana State 
University. 

W. D. Ross, formerly at Duke University, has been appointed associate pro- 
fessor of economics at Louisiana State University. — 

R. Bob Smith has been appointed instructor in accounting at Florida State 
University. 

Felix Stanley, formerly with the Production and Marketing Administration of 
the U. 8. Department of Agriculture has been appointed associate professor in 
research and teaching farm management at Louisiana State University. 

Bruno K. Suviranta, professor of economics, University of Helsinki, Finland, 
was visiting professor of economics at the School of Business Administration, 
Emory University, for the Winter Quarter, 1950. 

D. A. Tate, formerly assistant professor of management at the University of 
Utah, has been appointed to a similar position at Florida State University. 

George E. Tornwall has been appointed instructor in accounting at the Uni- 
versity of Florida. 

D. C. Townsend has been appointed instructor in economics at Louisiana 
State University. 

M. L. Townsend has been promoted to associ: .: professor of business law in 
the College of Business Administration, University of Tennessee. 

B. F. Trimpe has been promoted to associate professor of marketing in the 
College of Business Administration, University of Tennessee. 
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N. M. Vincent has been appointed instructor in business orientation courses 
at Florida State University. 

James E. Ward, professor of economics at George Peabody College for Teach- 
ers, was elected vice-president in charge of program of the Southern Economic 
Association at its last annual meeting. 

David McCord Wright, professor of economics at the University of Virginia, 
was elected president of the Southern Economic Association at its last annual 
meeting. 

The following names have been added to the membership of the Southern 
Economic Association: 

Merton B. Badenhop, Department of Agricultural Economics, University of 
Tennessee, Knoxville, Tenn. 

Andrew J. Bartley, 106 Peele Hall, N. C. State College, Raleigh, N. C. 

William H. Baughn, College of Commerce, Louisiana State University, Baton 
Rouge, La. 

Karl A. Boedecker, School of Business Administration, University of Tennes- 
see, Knoxville, Tenn. 

Howard J. Bonser, Department of Agricultural Economics, University of Ten- 
nessee, Knoxville, Tenn. 

J. Ray Cable, John B. Stetson University, Box 573, DeLand, Fla. 

Lewis J. Carey, P. O. Box 1278, State College, Miss. 

G. B. Clark, 901 McCown, Jefferson City, Tenn. 

Joseph H. Clark, 2822 Fifth Avenue, Knoxville, Tenn. 

Clyde J. Crobaugh, School of Business Administration, University of Tennes- 
see, Knoxville, Tenn. 

Ben F. Curry, Box 99, University of Richmond, Va. 

Leon A. Dale, College of Business Administration, University of Florida, 
Gainesville, Fla. 

W. L. Edwards, Carson-Newman College, Jefferson City, Tenn. 

Beecher Flanagan, East Carolina Teachers College, Greenville, N. C. 

L. B. Freeman, Box 94, Dahlonega, Ga. 

Nicholas Georgescu-Roegen, Box 59, Vanderbilt University, Nashville 4, Tenn. 

Emory Q. Hawk, Birmingham-Southern College, Birmingham, Ala. 

G. P. W. Lamb, Georgia School of Technology, Atlanta, Ga. 

Arthur W. Leche, Eastern State Teachers College, Richmond, Ky. 

Wendell M. Lewis, Box 412, Ashland, Va. 

Donald A. Ludwig, Clemson Agricultural College, College Hotel, Clem- 
son, 8S. C. 

L. deR. MacMillan, Economics Department, Duke University, Durham, N.C. 

Alexander J. Morin, Department of Economics, Fisk University, Nashville 8, 
Tenn. 

Richard L. D. Morse, 214 Science Building, Florida State University, ‘Cu.ia- 
hassee, Fla. 

John P. Owen, School of Business Administration, University of Houston, 

Houston 4, Tex. 
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Martin D. Palm, College of Commerce, Tulane University, New Orleans 
18, La. 

Daniel A. Preston, University of Chattanooga, Chattanooga, Tenn. 

Edward Schneider, 333 Parkland Place, S.E., Washington 20, D. C. 

Annette K. Seery, 518 S. Clay Avenue, Kirkwood, Mo. 

Curt Victorius, Guilford College, Guilford College, N. C. 

Arthur G. Vieth, 518 Angenette, Kirkwood, Mo. , 

Claude Walker, 28 Sheppard Street, Raleigh, N. C. 

B. F. Wheless, Sullins College, Bristol, Va. 

Wilson E. Williams, Box 96, Agricultural and Technical College, Greens- 
boro, N. C. 

C. B. Wray, 2326 Beecher Road, Atlanta, Ga. 


NOTES 


THE SOUTHERN ECONOMIC JOURNAL 
Financial Statement for the Fiscal Year Ending October 31, 1949 


Cash Balance, November 1, 1948 

Income: 
Consolidated University of North Carolina 
Annual Grant for 1948-1949 


Annual Grant for 1949-1950 


Total Grants 
Southern Economic Association 
Annual Membership Fees 
Institutional Membership Fees 


Total Membership Fees 
Subscriptions to Journal 
Miscellaneous Sales of Journal 
Advertising 

Current Fiscal Year 
Receivables 


Total Advertising 
Total Income 
Total Cash Balance and Income 


Expenses: 
Printing the Journal 


April 1949 issue 
July 1949 issue 
Payable October 1949 issue 


Balance, October 31, 1949 
Balance Represented by 
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Special Grant for 1948-1949................. 


$1,000.00 
1,000.00 
1,000.00 
$3,000.00 
1,233.00 
8.00 
1,241.00 
275.34 
976.28 
340. 
1,316.28 
939 .00 
1,225.21 
1,215.27 
1,131.40 
4,510.88 
65 40.50 
106.90 
223.42 
1,046.90 
6.00 
36.75 
$2,505.64 
3,297.04 
340.00 
3,637.04 
1,131.40 
$2,505.64 
G. T. ScHWENNING 
Managing Editor 


Total Journal Printing................. 
Postage, Telephone and Telegraph 
tal aly Purchase Back Copies of Journal... ........... 
Cash 
Less Accounts Payable 
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SOUTHERN ECONOMIC ASSOCIATION 


Receipts and Expenditures for the Fiscal Year Ended October 31,1949 


Receipts: 
Institutional 20.00 1,702.00 


Expenditures: 
Expenses of the Association 


The Southern Economic Journal..................200000eeee0e 1,241.00 1,491.87 


JoHun B. McFerrin 


Treasurer 
* * * * 


President David McCord Wright has appointed the nominating committee 
for the 1951 officers of the Southern Economic Association. The committee is 
composed of Dr. Rutledge Vining, University of Virginia (Chairman), Dr. Joseph 
J. Spengler, Duke University, and Dr. Hubert F. Stepp, College of Charleston. 
All members of the Association who wish to suggest possible nominees to this 
committee are invited to do so not later than August 15. 

The 20th annual conference of the Southern Economic Association will be 
held at the International House in New Orleans, Louisiana on November 10-11, 
1950. Dr. Gerald E. Warren of Tulane University isin charge of local arrangements. 

Joun B. McFerrin, Secretary-Treasurer 
Southern Economic Association 


$2,639.93 
250.87 
$2,639.93 


BOOKS RECEIVED 


Labor-Management Relations: A Research Planning Memorandum. By John B. Turnbull. 
New York: Social Science Research Council, 1949. Pp. ix, 112. Paper, $1.25. 

Rural America and the Extension Service: A History and Critique of the Cooperative Agri- 
cultural and Home Economics Extension Service. By Edmund de S. Brunner and E. Hsin 
Pao Yang. New York: Bureau of Publications, Teachers College, Columbia University , 
1949. Pp. xii, 210. $3.00. 

Monetary Management. By E. A. Goldenweiser. New York: McGraw-Hill Book Co., 1949. 
Pp. xiv, 175. $2.75. 

Total Business Fluctuations. By Montgomery D. Anderson. Gainesville, Florida: Kallman 
Publishing Co., 1949. Pp. xi, 148. $3.75. 

Wartime Economic Planning in Agriculture: A Study in the Allocation of Resources. By 
Bela Gold. New York: Columbia University Press, 1949. Pp. 594. $6.75. 

Cotton’s Way Forward. By M. K. Horne, Jr. University: Bureau of Business Research, 
University of Mississippi, 1949. Pp. xi, 106. Paper, $1.00. 

Two Memoirs—Dr. Melchior: A Defeated Enemy and My Early Beliefs. By John Maynard 
Keynes. New York: Augustus M. Kelley, 1949. Pp. 106. $1.75. 

Production and Welfare of Agriculture. By Theodore N. Schultz. New York: Macmillan 
Co., 1949. Pp. xi, 99. $3.50. 

The Whiskey Production Tax In Kentucky, 1933-1947. By Orba F. Traylor. Lexington: 
Bureau of Business Research, University of Kentucky, 1949. Pp. 53. Paper, 50¢. 

Taxation of Thoroughbred Racing. By Rienzi Wilson Jennings. Lexington: Bureau of Busi- 
ness Research, University of Kentucky, 1949. Pp. viii, 126. Paper, $1.00. 

The Idea of Progress: A Collection of Readings. Selected by Frederick J. Teggart. Revised, 
with an Introduction by George H. Hildebrand. Berkeley: University of California 
Press, 1949. Pp. xi, 457. $6.00. 

An Introduction to Business Principles and Practices. By John R. Craf. New York: Harper 
& Bros., 1949. Pp. xiv, 578. $4.50. 

The Theory of Fluctuations in Contemporary Economic Thought. By Sidney D. Merlin. 
New York: Columbia University Press, 1949. Pp. 168. $2.75. 

Income, Saving and the Theory of Consumer Behavior. By James S. Duesenberry. Cam- 
bridge: Harvard University Press, 1949. Pp. 128. $2.50. 

Farm Records and Accounts. By J. Norman Efferson. New York: John Wiley & Sons, 
1949. Pp. ix, 281. $3.25. 

The Corporation in New Jersey, Business and Politics 1791-1875. By Jol 1 W. Cadman, Jr. 
Cambridge: Harvard University Press, 1949. Pp. xvi, 462. $6.00. 

Wartime Experiences of the National Labor Relations Board, 1941-1945. By Fred Witney. 
Urbana: University of Illinois Press, 1949. Pp. 309. Paper, $2.50. Cloth, $3.50. 

Government and Business. By Ford P. Hall. 3rd ed. New York: McGraw-Hill Book Co., 
1949. Pp. xi, 594. $5.00. 

Problems in Personnel Administration. By Richard P. Calhoon. New York: Harper & 
Bros., 1949. Pp. xii, 540. 

Some Economic Aspects of the St. Lawrence Project. By Sister Jane Mary Howard. Wash- 
ington: Catholic University of America Press, 1949. Pp. x, 172. Paper, $2.00. 

Studies in Disability Insurance. New York: Division of Research and Statistics, New York 
State Department of Labor, 1949. Pp. x, 157. $1.00. 
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Financial and Operating Characteristics of the Municipal and Cooperative Distributors of 
T.V.A. Power. By Edward J. Neuner, Jr. Knoxville: Division of University Extension, 
University of Tennessee, 1949. Pp. vii, 115. 

Agrarian Reform and Moral Responsibility. Edited by Marshall Harris and Joseph Acker- 
man. New York: Agricultural Missions, 1949. Pp. v, 130. Paper, $1.00. 

David Ricardo and Ricardian Theory: A Bibliographical Checklist. By Burt Franklin and 
G. Legman. New York: Burt Franklin, 1949. Pp. vi, 88. $6.50. 

Congress Makes a Law: The Story behind the Employment Act of 1946. By Stephen Kemp 
Bailey. New York: Columbia University Press, 1950. Pp. xii, 282. $3.75. 

Valuation of Property: Economic and Legal Standards. By James W. Martin and Milford 
Estill. Lexington: Bureau of Business Research, University of Kentucky, 1949. Pp. 24. 

Audit Working Papers. By Maurice E. Peloubet. New York: McGraw-Hill Book Co., 
1949. Pp. xvi, 508. $8.50. 

Has Market Capitalism Collapsed? A Critique of Karl Polanyi’s New Economics. By Allen 
Morris Sievers. New York: Columbia University Press, 1949. Pp. 387. $4.75. 

Corporate Finance: Principles and Practice. By Milo Kimball. Ames, Iowa: Littlefield, 
Adams & Co., 1949. Pp. ix, 305. Paper, $1.00. 

How to Organize and Operate a Small Business. By Pearce C. Kelley and Kenneth Lawyer. 
New York: Prentice-Hall, 1949. Pp. xxii, 803. $5.00. 

Readings in Marketing. By Malcolm P. McNair and Harry L. Hansen. New York: Mc- 
Graw-Hill Book Co., 1949. Pp. xi, 769. $6.00. 

Report of the Economic and Social Council, Covering the Period from 30 August 1948 to 
15 August 1949. By United Nations. New York: Columbia University Press, 1949. 
Pp. viii, 122. $1.25. 

Security for the People: Ways of Maintaining Full Employment and High Farm Income. 
By Roland W. Bartlett. Champaign, Ill.: Garrard Press, 1949. Pp. vii, 303. $3.75. 

A Concise Economic History of Britain: From the Earliest Times to 1750. By Sir John 
Clapham. Cambridge: University Press, 1949. Pp. xv, 324. $2.75. 

Industrial Relations Research Association Membership Directory. Champaign, Ill.: In- 
dustrial Relations Research Association, 1949. Pp. xii, 137. 

Industrial Relations Research Association: Proceedings of First Annual Meeting. Cham- 
paign, Ill.: Industrial Relations Research Association, 1949. Pp. ix, 255. 

Rating Employee Performance. By William V. George. University: Bureau of Business 
Research, University of Mississippi, 1949. Pp. 14. 

History of Economic Thought. By Lewis H. Haney. 4th ed. New York: Macmillan Co., 
1949. Pp. xxii, 996. $5.00. 

Studies in Population: Proceedings of the Annual Meeting of the Population Association 
of America at Princeton, New Jersey May 1949. Edited by George F. Mair. Princeton: 
Princeton University Press, 1949. Pp. viii, 169. Paper, $2.50. 

Passing of the Mill Village: Revolution in a Southern Institution. By Harriet L. Herring. 
Chapel Hill: University of North Carolina Press, 1949. Pp. vii, 137. $3.00. 

International Commodity Stockpiling as an Economic Stabilizer. By M. K. Bennett and 
others. Stanford: Stanford University Press, 1949. Pp. viii, 205. $3.00. 

Monetary Management: The Regulation of Credit. By E. Sherman Adams. New York: 
Ronald Press Co., 1950. Pp. vii, 127. $2.50. 

Effective Selling. By George Edward Breen and others. New York: Harper & Bros., 1950. 
Pp. viii, 278. $3.00. 

The Income of Society: An Introduction to Economics. By Elizabeth Ellis Hoyt. New York: 
Ronald Press Co., 1950. Pp. xii, 753. $4.50. 


516 BOOKS RECEIVED 


Scholarships, Fellowships and Loans. By S. Norman Feingold. Boston: Bellman Publishing 
Co., 1949. Pp. 254. $6.00. 

Marketing Research Practice. Edited by Donald M. Hobart. New York: Ronald Press Co., 
1950. Pp. ix, 471. $5.00. 

Advertising: Text and Cases. By Neil H. Borden. Chicago: Richard D. Irwin, 1950. Pp. 
xiii, 1050. $6.00. 

Theory in Marketing: Selected Essays. Edited by Reavis Cox and Wroe Alderson. Chicago: 
Richard D. Irwin, 1950. Pp. x, 340. $4.50. 

Economics and the Public Welfare: Financial and Economic History of the United States, 
1914-1946. By Benjamin M. Anderson. New York: D. Van Nostrand Co., 1949. Pp. 
xiv, 602. $6.00. 

Engineering Economic Analysis. By Clarence E. Bullinger. 2nd ed. New York: McGraw- 
Hill Book Co., 1950. Pp. xiii, 397. $4.00. 

Virginia and the Civil Rights Program: A Symposium of Papers delivered at the Annual 
Meeting of the Virginia Social Science Association held at the University of Virginia on 
April 30, 1949. Charlottesville: Bureau of Population and Economic Research, Uni- 
versity of Virginia, 1949. Pp. 54. Paper, $1.00. 

Investments. By George W. Dowrie and Douglas R. Fuller. 2nd ed. New York: John 
Wiley & Sons, 1950. Pp. viii, 611. $5.00. 

Taxable and Business Income. By Dan Throop Smith and J. Keith Butters. New York: 
National Bureau of Economic Research, 1949. Pp. xxv, 342. $4.00. 

Economics of Labor and Industrial Relations. By Gordon F. Bloom and Herbert R. North- 
rup. Philadelphia: Blakiston Co., 1950. Pp. x, 749. $5.00. 

Patent Tactics and Law. By Roger ‘Sherman Hoar. 3rd ed. New York: Ronald Press Co., 
1950. Pp. xv, 352. $7.00. 

The Structure of American Industry: Some Case Studies. Edited by Walter Adams. New 
York: Macmillan Co., 1950. Pp. x, 588. $4.75. 

The Philosophy of Thorstein Veblen. By Stanley Matthew Daugert. New York: King’s 
Crown Press, 1950. Pp. viii, 184. $2.25. 

Psychology of Labor-Management Relations. Edited by Arthur Kornhauser. Champaign, 
Ill.: Industrial Relations Research Association, 1949. Pp. vi, 122. $1.50. 

Elementary Economics. By Leland J. Gordon. New York: American Book Co., 1950. 
Pp. xxx, 576. $4.50. 

Economics of Business Enterprise: A Study of the Firm in the Aggregate Economy. By 
George J. Cady. New York: Ronald Press Co., 1950. Pp. x, 452. $4.50. 
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Just published— 


INTRODUCTION TO ECONOMICS 


By Theodore Morgan, University of Wisconsin 


Here is a post-Keynesian text which integrates the ‘new economics” 
with appreciable selection and rejection, into the traditional body of 
economics. Stress throughout is on the four central problems: 1. produc- 
tivity and economic progress, 2. fluctuations of employment and income, 
3. monopoly and 4. inequality of income and economic power. 


A major section (Part III), the Economy as a Whole, is devoted in part 
to over-all employment and to inflation, and in part to productivity in 
the whole economy. This section, together with the traditional subject 
matter of Part II on the elements of the economy (the consumer, the 
firm, and industry), sets the basic organization of the text. The remain- 
ing three parts tie in as introductory and supplementary material. The 
five parts of the text, each an independent unit, can be taken up in what- 
ever sequence the instructor prefers. 


Published April, 1950 896 pages 6” x 9” 


Published in January— 
BUSINESS CYCLES, Second Edition 


By James Arthur Estey, Purdue University 


In this new edition Dr. Estey brings his popular text up-to-date on 
historical material and latest developments in business cycle theory and 
practice. 


The same basic framework (Description, Causation, and Control) that 
made the original edition so highly teachable has been retained. Within 
that framework many pertinent new topics have been added, including: 
War and Post-War Cycles, International Monetary Fund, and Com- 
modity Reserve Standard. Such important discussions as cycle measure- 
ment, international monetary relations, and fiscal policy have been ap- 
preciably expanded. 


Published January, 1950 527 pages 6” x 9” 
Send for your copies today! 


NEW YORK II, N.Y. 


Two Important New Studies in Economics 


Basic Economics 
A Macro- & Micro-Analysis 


dy Georce HEBErRTON Evans, Jr. 
The Fohns Hopkins University 


Here is a clear and compact introduction to economics, designed specifically for 
the one-term course and for both the non-economics major and the student who 
plans to concentrate in economics or a related social science. BASIC ECONOMICS 
offers a quite different presentation of theory and fact. The book begins with a dis- 
cussion of problems of the national economy, then moves to a consideration of the 
parts of that economy—the market and the individual firm. The last section re- 
turns to the economics of aggregates with a discussion of international economic 
relations. 

This straightforward presentation will acquaint the student with the nature of 
the problems with which economists deal, and it will help him to think soundly and 
talk intelligently about these basic economic problems. 


Just published. 440 pages, 70 tables, 60 charts; $3.40 text 


Federal Reserve 
Policy—Making 


by G. L. Bacu, Carnegie Institute of Technology 


This is an authoritative, readable description of how today’s monetary policy is 
made. Basing this account on his recent study of the Federal Reserve System for the 
Hoover Commission and on his extensive experience as an economist and special 
assistant to the Federal Reserve Board, Professor Bach examines the actual, informal 
workings of the board as it makes and administers policy. 

Covering historical background, current issues, and the external and internal as- 
pects of policy-making, this work will be welcomed by economists and students alike 
as a text for courses in the Federal Reserve System or as an invaluable addition to 
courses in money and banking or monetary theory. 


Just published. 320 pages; $2.25 text 


Examination copies on request 


College Department 501 Madison Avenue 
ALFRED A. KNOPF NEW YORK 22 


When you write to our advertisers, please mention The Southern Economic Journal 
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BUSINESS— 


For Profit and as a Force for Peace 


THE ECONOMICS 
OF INDUSTRIAL MANAGEMENT 
by Walter Rautenstrauch and Raymond Villers 


Industrial Consultants and Members 
of the Faculty, Columbia University 


A NEW APPROACH to the basic problem of how a businessman can 
stay in business. It contains the latest research on the Break-Even 
Chart invented by Dr. Rautenstrauch which helps give a graphic 
picture of any business in terms of profit and loss. The book gives 
the fundamental principles involved in a study of industrial costs— 
principles of cost classification and cost allocation. It analyzes the 
situation of an individual] businessman as part of the National Plant, 
and pays particular attention to the problems of inflation and indus- 
trial expansion. 

“I find it most informative and presented in a readable and unusually 
interesting way.’’—Daniel ]. Hennessy, Chairman, Controllership Foun- 
dation of America. 


472 pages, 82 charts, 64 tables, A Modern Industry Book. = $5.00 


PEACE BY INVESTMENT 
by Benjamin J. Javits 


A BOLD new plan geared in scope to the task of world economic 
recovery. It offers new social invention . . . the creative, concise 
and cosmopolitan use of credit to achieve the ends now pursued by 
U. S. foreign policy. ‘‘Of vital importance.’’—Barbara Ward, The 
Economist. 


A United Nations World Book. $3.50 


Send for examination copies on approval 


FUNK & WAGNALLS COMPANY 153 East 24th Street New York 10, N. Y. 


When you write to our advertisers, please mention The Southern Economic Journal 


MeGRAW-HILL 


books 
of unusual interest 


ECONOMICS WITH APPLICATIONS TO AGRICULTURE 
New 3rd edition 


By Epwin F. Ricuarp B. Northwestern University, and 
THEODORE Norman. 718 pages, $5.00. 


A thorough revision of a well-established text, to include modern illustrative and tabular 
material and to present modern economic theory. Theoretical material has been revised 
both as to price theory, the theory of money, and the business cycle. New aspects of the 
book concern monopolistic competition, the position of government in the economic struc- 
ture, the ability of the world to feed ever-increasing populations, the International Bank, 
the International Trade Organization, etc. 


THE NATIONAL DEBT IN WAR AND TRANSITION 
By Henry C. Murpay, International Monetary Fund. 295 pages, $3.50. 


This book is an account of the fundamental poe faced by the authorities in raisin; 
funds to finance the war and in managing debt during the postwar transition. The boo! 
tells of the considerations that were important in solving these problems, of the solutions 
which were reached, and of the bearing of these solutions on the whole economy. 


MODERN ECONOMIC PROBLEMS 


By Myron H. Umsreit, Northwestern University School of Commerce; Etcin F. 
Hunt, and Cuares V. Kinter, Northwestern University. 642 pages, $4.75. 


Offering a unity and consistency of treatment because of its emphasis on security and sia- 
bility and by pe as basic economic goals, this new book employs a systematic approach 
to the study of economic problems. First the nature of the problem is stated, then factual 
information relating to each problem is presented. Finally, the authors survey and analyze 
possible solutions. 


RETAIL CREDIT MANAGEMENT 
By Criype PHEtps, University of Southern California. 477 pages, $5.00. 


Introduces the student to new aspects of credit department operation and carries him to 
more advanced levels in his understanding of retail credit. Emphasis is on the management 
— of view in regard to organization and administration of the retail credit department. 

he book covers such subjects as: Credit Department Personnel and Organization; Select- 
ing Credit Department Employees; Training and Other Functions; etc. 


THE MONETARY AND BANKING SYSTEM 


By G. W. Woopworts, Amos Tuck School of Business Administration, Dartmouth 
College. 588 pages, $5.00. 


Viewing the monetary and banking system as an integral part of the economy, this new 
book places emphasis on functions, operations, and logical analysis of financial problems. 
It offers also a comprehensive treatment of the forces governing the price level and the 
level of employment, description and analysis of the money market, monetary management, 
and war and postwar financial development. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Inc. 
330 West 42nd Street New York 18, N. Y. 


When you write to our advertisers, please mention The Southern Economic Journal 
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** .. . It deserves to be widely used.”’ 


ECONOMICS OF THE LABOR MARKET 
by Joseph Shister 


Department of Industrial Relations 


The University of Buffalo 


“ECONOMICS OF THE LABOR MARKET is a comprehensive, well documented 


and well integrated piece of work. It deserves to be widely used.”? This was the state- 
ment of P. F. Brissenden of Columbia University after reviewing Mr. Shister’s work. 
That Mr. Brissenden’s impression of ECONOMICS OF THE LABOR MARKET is 
shared by others is fully evidenced by the following list of institutions that have already 


used this new labor problems text. 


Adelphi College 
Alabama Polytechnic Institute 
Albany State College (Ga.) 
American University 
Babson Institute of Business Adminis- 
tration 
Institute of Technology 
1 


Catholic University of America 
Colgate Universit 
Columbia University 
Cornell University 
Dartmouth College 
De Pauw University 
Emory Universit 
Florida State University 

rman University 
Gettysburg College 
Heidelberg College 
Illinois Institute of Technology 
Indiana University 
Indiana University Extension (Indi- 

anapolis) 
Lafayette Colle 
Lake Forest College 
Lincoln University 
Lincoln University (Pa. 
Marquette 
Miami University (Ohio) 
Michigan State Normal College 
Middlebury College 
Mississippi State College 
Municipal University of Wichita 
New Jersey State Teachers College 
New Mexico School of Mines 
Pennsylvania State College 
Pomona 
Rhode Island State College 


590 pages 


333 West Lake Street 
Chicago 6, Illinois 


Partial List of Adoptions 


Examination copies are available 


J. B. LIPPINCOTT COMPANY 


Roanoke College 

Rutgers University 

— University—The Newark Col- 
eges 

Saint Louis University 

Washingto 

tate College of Washi n 

Stevens Institute of Technology 

Syracuse University 
fts College 

Tulane University 

University of Bridgeport 

University of Buffalo 

University of California (Berkeley) 

University of California (Los Angeles) 

University of Cincinnati 

University of Colorado 

University of Colorado Extension 
(Denver) 

University of Delaware 

University of Kentucky 

University of Massachusetts 

University of Michigan 

University of Minnesota 

University of Missouri 

University of North Carolina 

University of Oklahoma 

University of Omaha 

University of Tampa 

University of Texas 

University of Utah 

University of Virginia 

Valparaiso University 

Wayne University 

West Texas State Teachers College 

Wilson College 


$4.50 list 


East Washington Square 
Philadelphia 5, Pa. 
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Just Published! 


PUBLIC FINANCE AND FISCAL POLICY 


By RICHARD W. LINDHOLM, Michigan State College. A comprehensive text 
that covers gag all the material needed for a complete modern course in 
public finance. The treatment of fiscal policy is well integrated throughout the 
text. In spite of its thoroughness, the book is written with such clarity as to be 
readily understood by the non-economics major. 

The author carefully relates government fiscal activities to employment, income 
distribution, and total economic activity, rather than treating them as isolated 
occurrences of little economic meaning. 

Careful analysis of the most recent developments, and much new material never 


before included in a public-finance text make this a notable addition to textbook 
literature. 728 pages, $5.50. 


Other Outstanding Pitman Tezts .. . 
INTRODUCTION TO FISCAL POLICY 


By RICHARD W. LINDHOLM, Michigan State College. This exceptional text 
has been widely adopted since its publication in the fall of 1948. Designed for use 
with a descriptive text at the beginning level, or as a basic text for a separate 
course, it supplies an adequate treatment of modern views. 235 pages, $2.75. 


PRICE THEORY 


By SIDNEY WEINTRAUB, St. John’s University. Widely acclaimed since its 
publication last fall, this outstanding text is a masterly development and inte- 

ation of microscopic economic analysis. An exceptional STUDENT AL 
88 pages, $1.00) supplies ample drill and test material. 447 pages, $5.00. 


MONEY AND BANKING 
By JAY L. O’HARA, Akron University. Well balanced treatment presentin 


— les clearly and concisely. Eminently teachable. An expertly compile 
ANUAL OF OBJECTIVE TESTS is available to teachers. 671 pages, $4.75. 


THE ECONOMICS OF AGRICULTURE 
NEW SECOND EDITION. By R. L. COHEN, Cambridge University. THE CAM- 
BRIDGE ECONOMIC HANDBOOKS. New revision with chapter on State 
Intervention in Agriculture substantially rewritten. 216 pages, $1.75. 
APPLIED ECONOMIC ANALYSIS 
By FRANCIS M. BODDY, University of Minnesota, and ASSOCIATES. Develops 
the analytic tools necessary to understanding current economic problems, and of 
judging suggested solutions. STUDENT MANUAL (110 pages, $1.25) is of special 
value. 573 pages, $4.75. 
PRINCIPLES OF ECONOMICS 
7 FREDERIC BENHAM, formerly of the alee of London, and FRANCIS 


BODDY, University of Minnesota. A distinguished text for the one-term course 
written in exceptionally clear and readable style. 430 pages, $3.50. 


You are invited to send for examination copies. 


PITMAN cweseastn se, New York 19 


When you write to our advertisers, please mention The Southern Economic Journal 
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A Selection of Important PITMAN Texts . . . 


BUSINESS LAW: Text and Cases 


By GERALD O. DYKSTRA and LILLIAN G. DYKSTRA, The Ohio University. 
Legal principles and court decisions are given in the language of the court, and 
actually adjudicated cases illustrate the problems for discussion. ANSWERS 
available to teachers. 1181 pages, $7.75. 


PRINCIPLES OF RETAILING 


By FRED M. JONES, University of Illinois. A balanced treatment, covering 
small as well as large stores, this text has been found eminently teachable. A 
TEACHER MANUAL for fall classes will include chapter outlines, answers to 
problems, multiple-choice questions, bibliographies, and teaching suggestions. 
Text, 651 pages, $5.00. 


INTRODUCTORY ACCOUNTING 


By GEORGE R. HUSBAND, Wayne University, and WILLIAM J. SCHLATTER, 
University of Michigan. An outstanding text giving a balanced presentation of 
theory and practice. TEACHER MANUAL (544 pp.) and LABORATORY 
MATERIALS available. 695 pages, $5.00. 


MATHEMATICS FOR 
FINANCE AND ACCOUNTING 


By J. B. COLEMAN, formerly of University of South Carolina, and WILLIAM O. 
ROGERS, Pennsylvania State College. Closely correlates mathematics with ac- 
counting and business administration courses. Widely adopted since its publica- 
tion last October. 310 pages, $4.00. 


GENERAL AND INDUSTRIAL 
MANAGEMENT 


By HENRI FAYOL. A new translation of this notable French classic in the field 
of ‘administration.’ Covers general management principles and the technique of 
administering personnel. 110 pages, $3.26. 


WORLD ECONOMIC PROBLEMS 


By C. ADDISON HICKMAN, University of Iowa, and ASSOCIATES. A pene- 
trating, carefully integrated survey of international economic problems, clarifying 
the causes of economic disruption. 400 pages, text, $3.50. 
You are invited to send for examination copies. 
Pl MAN PUBLISHING CORPORATION 
I 2 West 45th St. New York 19 
When you write to our advertisers, please mention The Southern Economic Journal 


FOUR IMPORTANT BLAKISTON BOOKS FOR 


BLOOM and NORTHRUP 


Economics of Labor 
and Industrial Relations 


New ! This text is an analysis of the entire labor movement, past and present. 

Both factual and theoretical discussions of labor problems are given 
with emphasis on analyses and results. This is the first book to integrate economic 
theory, especially business cycle analysis, with the economics of labor. Contempor- 
ary problems—pension plans, Federal health insurance, minimum wage legislation, 
Taft-Hartley law—are included. 


The complete text is suitable for a year’s course for either beginning or advanced 
students since enough material is included for the professor to exercise selectivity. 


749 Pages, $5.00 


CARLSON 


An Introduction to 
Modern Economics 


This is a text for a beginner’s course in modern economics. Its aim is to build up a 
clear understanding of economics which will be valid in dealing with problems of 
public policy. It will enable students to formulate their own ideas on a sound and 
realistic basis by giving them an outline of the whole economic system based on the 
criterion of the fullest possible utilization of our productive capacity. 

Emphasis is upon general principles, giving students the essential perspective for 
the solution of each specific problem. 


337 Pages, $3.50 


Tue BLAKISTON COMPANY 


1012 Walnut Street Philadelphia 5, Penna. 


When you write to our advertisers, please mention The Southern Economic Journal 
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STUDENTS, ECONOMISTS AND BUSINESS MEN 


MACHLUP 


The Basing-Point System 


An exposition of one of the most hotly debated commercial questions of our time. 
A description of the basing-point system and its operation, stressing essentials and 
omitting details, this book tells the story of the development of the system and its 
bouts with the antitrust laws. The arguments about its monopolistic and discrimina- 
tory nature are examined and the issues involved discussed in detail. Because it is 
rich in economic theory, the book is profitable reading for student, economist and 
business man alike. 


275 Pages, 6 Figures, $5.00 


SPIEGEL 


| The Brazilian Economy 


Here is a book that gives an unusual insight into Latin American economies. Given 
an opportunity under the auspices of the Guggenheim foundation to study at first 
hand the economic problems of our great neighbor to the south, the author has 
brought to light the essential basic situations, their causes, trends and possible 
solution of pressing problems. The book can be especially useful to college students 
in the upper classes as well as to economists and students of Latin America. It is 
well adapted to courses on Latin American Economic Problems; Latin American 
Economic Geography, and in International Economics. 


246 Pages, $4.50 


The Blakiston Company, 1012 Walnut Street, Philadelphia 5, Penna. 
Please send the books checked: charge my account 0); my check is enclosed O. It is understood 
credit my account in full for any returned within 10 days. 


O Bloom and Northrup’s Economics of Labor © Machlup’s The Basing-Point System 
and Industrial Relations 


O Carlson’s An Introduction to Modern Eco- ( Spiegel’s The Brazilian Economy 
nomics 


1 
| 
| 
| 
I 
I 
| 
| 
Z 
\ 
When you write to our advertisers, please mention The Southern Economic Journal i dia 


AN INTRODUCTION TO BUSINESS 


CLIFFORD M. HICKS, 715 pp. $4.75 


Designed both as a foundation for students preparing for advanced 
courses and as a text for survey courses, this book acquaints stud- 
ents with the functions and practices of business, and with the eco- 
nomic institutions which facilitate the operation of a single 
business enterprise. Distinct functions such as finance, personnel, 
production, marketing, law, and governmental relations are dis- 
cussed in separate sections; an 82-page section on Aids to Manage- 
ment interprets principles of direct importance to the understanding 
of business operation such as organization for the most efficient 
administration and production, accountancy for managerial con- 
trol, and statistics and research. 


BASIC ACCOUNTING 


BOYD AND DICKEY, 687 pp., $5.00 


“Although this t-xt is designed primarily to provide material for 
a general course in accounting, it is flexible enough to be used by 
the student and the practical business man. The first few chapters 
describe the nature of accounting and its usefulness, and also deal 
with the terminology, content, and preparation of financial state- 
ments. Subsequent chapters explain the reasons for making adjust- 
ments in the bookkeeper’s trial balance; closing chapters deal with 
the accumulation of data for preparing reports, the control of cash 
items, cost accounting and tax problems. Replete with pertinent 
analytical questions, the text should find itself on the shelf of many 
students and executives.’"” THE MAGAZINE OF WALL STREET 


RINEHART & COMPANY 
232 Madison Ave. N. Y. 16 


When you write to our advertisers, please mention The Southern Economic Journal 


Just Published 
A Thorough Revision of a Famous Text 


TEXTS ECONOMICS 


REVISED EDITIONS 
for By John Ise of Kansas 


Thoroughly revised and completely reset in a new.single- 
COURSES column format, this is a new edition of a text that has 
become a classic in its field. It retains the character- 
in istics for which it has become noted: its systematic, 
sound, and scholarly presentation; its broad philosophi- 
cal approach; its stimulating quality. The subject 
ECONOMICS matter has been extensively reworked. It is reorganized 
in part, expanded at certain points, drastically cut in 
others. Still essentially Marshallian in approach, it also 

discusses the Keynesian approach at many points. 


| $5.00 
Ready in April 


ECONOMICS 
OF TRANSPORTATION aw 


By Marvin L. Fair, Tulane University and 
and Ernest W. Williams, Jr., Columbia University 


BASIC 


A clear and well-organized basic text for the general FORTHCOMING 
course in transportation economics—the first such text 
to analyze the function of transportation as performed HARPER 


by its various agencies in the development of the national 
economy and in the conduct of business. The analysis of 
each major phase—service, rates, general transporta- 
tion policy, etc.—is applied to all major transporta- 
tion agencies: rail, air, water, highway, and pipeline. 


$5.50 


TITLES 


Ready in April 
GOVERNMENT AND BUSINESS 


By Vernon A. Mund, University of Washington 
HARPER A comprehensive, timely, and well-written discussion of 
the many ways in which business and economic life 
are shaped and controlled by government. Full con- 
sideration is given to the role of government in main- 
taining and regulating an economic system, reasons for 
government intervention in the conduct of business, the 
various forms such intervention takes, and government 
policies in the promotion of the public interest in the 
economic sphere. 


& BROTHERS 


49 East 33d Street 
New York 16, N. Y. 


$4.75 
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ECONOMICS 


SHOREY PETERSON, University of Michigan 


Widely acclaimed as the best principles text to appear in many years, this is a wise and 
seasoned book. It has grown out of the author’s long experience in teaching the course and 
has had the benefit of meticulously careful revision in repeated classroom use. This is reflected 
in its excellent organization, clear style, and simplicity of explanation. Teachers have been 
particularly impressed by the skill with which Professor Peterson has handled the national 
income material and by the artful way in which this material has been woven into the text. 
It is a thoughtful, well-balanced, and mature presentation of the processes, problems, and 
organization of our economic life, stressing basic principles and concepts and realistically 
integrating value theory with applied economics. 

Among the current adoptions are: Harvard University, Columbia University, Dartmouth 
College, Drexel Institute, Duke University, Oberlin College, Pomona College, San Diego 
State College, Tufts College, Tulane University, and the Universities of Arizona, Maine, 
Michigan, Nebraska, North Carolina, and Texas. 

1949 918 pages $4.60 
Objective questions on the text will be available this Spring. 


BUSINESS AND 
GOVERNMENT 


MARSHALL E. DIMOCK 


A keen and objective analysis of government regulation of business and of the role of govern- 
ment in present-day American economy. After a thorough description of the institutions of 
business and of government, the author focuses attention on current major issues of national 
interest and public policy. Equal emphasis is given to formulation of policy and administration. 
‘“... undoubtedly one of the most useful and comprehensive treatments of the subject. 
Professor Dimock’s chief contribution lies in his presentation of an integrated approach to 
political science, economics and other social sciences. . . . It is a work of exceptional merit by 
a keen analyst of national problems.” —Edward W. Carter, University of Pennsylvania, in The 
American Political Science Review 
1949 840 pages $4.75 


HENRY HOLT AND COMPANY 257 Fourth Avenue, New York 10 
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Announcing Publication—Third Edition 


FINANCING 
GOVERNMENT 
HAROLD M. GROVES, Unizersty of Wisconsin 


This revised edition of a leading text in public finance places more emphasis on fiscal policy 
and economic theory and presents a thorough treatment of all the policy aspects of public 
finance. Stress is placed on principles, and the approach is analytical rather than descriptive. 
In revising his text the author has recognized the sharp trend towards emphasizing the eco- 
nomic effects of financial policies. He has also included new material from macro-economic 
analysis and makes increased use of international comparisons. His presentation is concrete, 
comprehensive, and objective. Graphical material, problems, summaries, and suggested 
topical readings provide helpful teaching aids. 
Ready in May Approximately 670 pages Probable price $4.50 


VIEWPOINTS ON 
PUBLIC FINANCE 


Edited by HAROLD M. GROVES | 


A stimulating collection of 127 readings in public finance, notable for its breadth of view and 
the high caliber of the authors represented. The selections are taken from a wide variety of 
sources, present conflicting points of view on controversial subjects, and are skillfully inte- 
grated by the editor’s introductions. 


“makes readily available to the student and general reader many of the best contributions 
in the field in the recent past. It is particularly helpful with regard to newer developments. 
The selection is well-balanced, presenting the major competing points of view in the words 
of their leading sponsors.”—Roy Blough, University of Chicago 

1947 724 pages $4.25 


HENRY HOLT AND COMPANY 257 Fourth Avenue, New York 10 
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Elementary Economics 


LELAND J. GORDON 
Head of the Department of Economics 
Denison University 


Focused on the average American citizen, this introductory text offers help to 
those who will be housewives and professional men, as well as to those 
who plan to enter the business field. The presentation is built around a 
typical family. Each principle is introduced functionally the first time 
that its consideration is necessary to explain an economic process. Stress 
is placed upon the importance of social and economic institutions. The 
author has included all the fundamental principles usually found in an 
introductory text. 608 pages 


Public Finance 
William Withers, Queens College 498 pages 


Business Operational Research and Reports 
John G. Glover, New York University 310 pages 


Audits and Examinations e Standards and Procedures 
Christian Oehler, Fordham University 581 pages 


Cases and Problems in Audits 
and Examinations * Instructor’s Manual 


Christian Oehler, Fordham University 


American Book Company 
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Already used in 300 colleges. . . 


ECONOMICS 


PRINCIPLES AND APPLICATIONS 


e By Dr. J. H. Dodd and Dr. C. W. Hasek 

a 

; Even a casual examination of this book will disclose the fact that it 


is modern, accurate, and objective. It is definitely not a book of 
le propaganda. It presents both sides of controversial issues. 


ECONOMICS: PRINCIPLES AND APPLICATIONS provides a 
good demonstration of the fact that a difficult subject can be simpli- 
fied by good presentation. The authors draw upon good examples and 
illustrations to make the text discussions meaningful. The wide selec- 
tion of pictures, charts, and tables not only add interest but they also 
aid in teaching. 

The chief purpose of this book is to assist the student to do some 
straight thinking about our economic problems and to provide a basis 
for detecting fallacies in current economic speaking and writing. 
ECONOMICS: PRINCIPLES AND APPLICATIONS is ideal for 


es a single course or for the basic course on which advanced courses may 
be built. 


ECONOMICS: PRINCIPLES AND APPLICATIONS is not just 
for the one bright boy or girl in your class but for all students. It will 
appeal to all your students because it is challenging, interesting, and 
comprehensive; but it can be understood by the average immature 
college undergraduate; it is written in a style that is simple, direct, 
informal, and dynamic. The principles and applications have been 
simplified without sacrificing any essential information. It is not 
al exhaustive in nature, and it certainly is not purely theoretical; it 
presents the basic principles and applications but leaves to later 
courses the more advanced technical analysis of economic problems. 


Available with an optional workbook and free tests. 


SOUTH-WESTERN PUBLISHING CO. 


b (Specialists in Business and Economic Education) 


CINCINNATI 2 NEW ROCHELE, N.Y. CHICAGO 5 
SAN FRANCISCO 5 DALLAS 1 
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THE BOOK 


Teachers and Students of Economics 
WHO WISH TO KEEP ABREAST OF THE TIMES 


Cannot Afford to be Without 


The Keys 
to Prosperity 


By Dr. Willford I. King 


It takes economics out of the realm of 
theory !!!! 

Combines the time tested principles laid 
down by Adam Smith, Malthus, Senior and 
John Stuart Mill with the latest discoveries 
of statistical research. 


Indispensable as part of the intellectual 
equipment of student, teacher and citizen. 


242 PAGES + CLOTH BOUND :; 4 POSTPAID 


SPECIAL FIBER-BOUND EDITION $2 
PUBLISHED BY 
CONSTITUTION AND FREE 
ENTERPRISE FOUNDATION 


210 EAST 43rd STREET * NEW YORK 17, N. Y. 
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To be Published April Ist 


ECONOMICS: 
Experience & Analysis 


by 
MITCHELL, MURAD, BERKOWITZ and BAGLEY 
all of Rutgers University 


An enlightened book for the mid-20th century American student. It 
gives him a well-rounded view of economic life and thought in their his- 
torical development and current aspects; it develops principles and ap- 
plies them; it furnishes tools for analysis. National income and interna- 


tional economics are full treated. 896 pp., $5.00 
Write for an examination copy. 
WILLIAM SLOANE ASSOCIATES 
19 West 57 St., 19 


Wanted... 


BACK COPIES OF THE | 
SOUTHERN ECONOMIC JOURNAL 


There are frequent calls for complete sets of this JOURNAL, generally 
from libraries. Several of the back issues are out of stock. Anyone able to 
contribute, to sell, or to induce others to sell, any or all of the following 
issues will be rendering a real service. We will pay $1.00 per copy for any 
of the following issues in reasonable condition. 


October 1933, April, July and October 1936, January and July 1937, 
July 1939, October 1940, January 1945, January 1947, July and October 
1949. 


The Southern Economic Journal 
Box 1289, Chapel Hill, N. C. 


When you write to our advertisers, please mention The Southern Economic Journal 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by EARL J. HAMILTON 
in Cooperation with the Other Members of the 
Department of Economics of the University of Chicago 
The April, rgse, ond later issues will contain: 


Neurophaysiological A. B. Wolfe 
Resource Allocation under Share Contracts................. D. Gale Johnson 
The Monetary Mechanism since the War................ Edward C. Simmons 


Patents and Technical Progress: A Study of Television. ..W. Rupert Maclaurin 


Theosies of Welfare Ecomomics...... M. W. Reder 
The Mathematical Theory of Monopoly in 1839: Charles Ellet, Jr. 
C. D. Calsovas 


FOUNDED IN 1892. Published bi-monthly: February, April, June, 
August, October, mber. Subscription rate $6.00 per year. Single 
copy $1.50. Special rates: $5.00 per year for faculty members teachin; 
business or economics. $3.00 per year for graduate students in busi- 
ness or economics. Canadian postage 24 cents. Foreign postage, 60 
cents. 


The University of Chicago Press * 5750 Ellis Ave., Chicago 37, Ill. 


American Economic Review 


VOLUME XL MARCH, 1950 
Contents 
H. S. Ellis 
Trade Unionism, Full Employment and Inflation............. W. A. Morton 
A Generalized Uncertainty Theory of Profit................... J. F. Weston 
Government Guarantees and Private Foreign Investment......... Yuan-li Wu 
Consumption Taxes and Income Determination................. E.C. Brown 
The Process of Technological Innovation................... W. R. Maclaurin 
Implications of the Railway Class Rate Case................ R. W. Harbeson 
Government Spending and Income-Velocity.................... R. A. Gordon 


The Concept of Secular Stagnation 
Reviews of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the offical publication of the 
American Economic Association and is sent to all members. The annual dues are $6.00. Ad- 
dress editorial communications to Dr. Paul T. Homan, Editor, American Economic Review, 
George Washington University, Hall of Government, Washington 6, D. C.; for information 
concerning other publications and activities of the Association, communicate with the Sec- 
retary-Treasurer, Dr. James Washington Bell, American Economic Association, Northwestern 
University, Evanston, Illinois. Send for information booklet. 
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SOUTHERN ECONOMIC ASSOCIATION 


OF THE ASSOCIATION 


President 
David McCord Wright, University of Virginia 
Vice Presidents 


James E. Ward, George Peabody College for Teachers 
M. K. Horne, Jr., University of Mississippi 


Secretary-Treasurer 
J. B. McFerrin, University of Florida 


Editors of Publications 


T. C. Bigham, University of Florida 
L. K. Brandt, University of Mississippi 
G. W. Stocking, Vanderbilt University 


EXECUTIVE COMMITTEE 
OFFICERS OF THE ASSOCIATION 
and 


George H. Aull, Clemson College 
G. T. Schwenning, University of North Carolina 
Joseph J. Spengler, Duke University 


Membership dues in the Association are: annual $4.00, 
sustaining $5.00, contributing $10.00, life $60.00, institutional 
$10.00, student $2.00. Membership fees include payment for a 
year’s subscription to The Southern Economic Journal. 


Applications for membership should be addressed to 
J. B. McFerrin, University of Florida, Gainesville, Florida. 


MONEY, INCOME, AND MONETARY 
POLICY 


BY EDWARD S. SHAW, STANFORD UNIVERSITY 


This new book presents a thorough analysis of money and the monetary system 
with emphasis upon the interdependence between monetary phenomena and the 
phenomena of prices, incomes, output, and employment. The analysis is con- 
tinuous, building from the most elementary concepts of money to a full-fledged 
discussion of intricate matters of national and international monetary policy. 
Through this careful analysis the student will gain a perspective of our economic 
system and the role that money and the monetary system play in it. He will under- 
stand more clearly the links between monetary policy and public policies regard- 
ing fiscal matters, wages, and other economic problems. 


Approximately 655 pages Price to be announced. 


REVISED EDITION 


INTERMEDIATE ECONOMIC ANALYSIS 


BY JOHN F. DUE, UNIVERSITY OF ILLINOIS 

This new edition of Jnlermediate Economic Analysis has been rewritten, reorgani- 
zed, and expanded to make it a more adaptable text for use in undergraduate 
courses. Every effort has been made to achieve maximum teachability. The out- 
line has been changed substantially to obtain unity and a logical progression of 
topics and new chapters have been added to incorporate recent developments in . 
the field. The rigid style has been relaxed to make the material more readible, 
and additional illustrations have been included to supplement the text discussions. 
Greater use has been made of footnote references, and the bibliographies at the 
ends of the chapters have been expanded. Thought provoking questions have 
been inserted at the end of each chapter. 


Approximately 475 pages Probable price $5.00 


THIRD EDITION 


BASIC DATA OF THE 
AMERICAN ECONOMY 


BY W. NELSON PEACH, UNIVERSITY OF OKLAHOMA—WALTER KRAUSE, 

UNIVERSITY OF UTAH 
The third edition of Basic Data of the American Economy will bring up to date the 
statistical data contained in the revised edition of this book in addition to including 
much new material. One of the new features of this book will be the expansion of 
charts and tables so that with the addition of new material, which will be supplied 
by the publisher from time to time, the book can be used over a two year period. 
The new data will include the most recent statistics available making the book as 
accurate for 1951 as it will be for 1950. Students may be required as part of a class- 
room exercise to fill in the new material in the proper columns and continue the 
plotting of the charts and graphs to bring them up to date with the new material 
furnished. 


A pproximalely 250 pages Probable price $2.00 


RICHARD D. IRWIN, INC. 


3201 SOUTH MICHIGAN AVENUE CHICAGO 16, ILLINOIS 
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